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JANUARY 1959 ECONOMIC REPORT OF THE PRESIDENT 


TUESDAY, JANUARY 27, 1959 


ConGREss OF THE UNITED STATES, 
Joint Economic CoMMITTEEr, 
Washington, D.C. 
The committee met at 10:10 a. m., in room P-63, the Capitol, Hon. 
Paul H. Douglas (chairman) presiding. 


Present : Senators Douglas, O’Mahoney, Williams; and Representa- 
tives Reuss, Curtis, and Widnall. 


alee Peeve Roderick H. Riley, executive director; John W. Leh- 
man, clerk. 

The Cuarrman. The President’s annual economic report to the Con- 
gress has been referred to this committee for study as provided in the 
Employment Act of 1946. Under that act the committee is to study 
the main recommendations and advise the Congress of its views about 
them on or before March 1. Without objection I would like to insert 
in the record at this point a schedule of the entire set of hearings ac- 
companied by questions supplied to various witnesses as suggestive 
but not limiting the scope of the hearings. 

(The material referred to is as follows :) 


January 27 (Tuesday), Old Supreme Court Chamber (P-63, Senate wing, the 
Capital) , 10 a.m.—Council of Economic Advisers : : 
Raymond J. Saulnier, Chairman, accompanied by 
Karl Brandt, and 
Paul W. McCracken, members 

1. What are the levels of employment, production, and purchasing 
power needed in 1959 to carry out the objectives of the Employment 
Act? x 

2. What are the current and. foreseeable trends in employment, pro- 
duction, and purchasing power? 

8. What assumptions with respect to prices, national income, personal 
income, corporate profits, and the like, underlie the President’s Eco- 
nomic Report? Are these assumptions consistent with those upon 
which the budget is based? Are these assumptions consistent with 
attainment of Employment Act objectives in calendar 1959? 

4. In discussing the economic outlook for 1959. and in formulating its 
recommendations, does the Economic Report take account of likely 
developments with respect to the broad outlines of monetary and 
credit policy to be expected this year? Do you expect that realization 
of the report’s program and the Employment Act objectives in 1959 
will require any significant changes in monetary policy during the 
year? Ifso, what changes would be desirable? 

5. With the advantage of hindsight, do you now think different public 
policies should have been adoptéd after mid-1957? If so, what changes 

~»’ would you,have made? 
January 28 (Wednesday), room 362, Old House Office Building, 10 a.m.—the 
Federal budget: 
Maurice H. Stans, Director, Bureau of the Budget. 

1. What are the major changes in expenditures and revenues con- 

templated in the President’s budget for fiscal year 1960? 


1 
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2. What assumptions with respect to prices, national income, per- 
sonal income, corporate profits, and the like, underlie the President’s 
budget? 

= In preparing the budget how have the objectives of the Employ- 
ment Act of 1946 been taken into account; how is the budget expected 
to contribute to their achievement? 

4. What effect are changes in the budget estimated to have on the 
gross national product and on Federal revenues? 

January 29 (Thursday), Room 362 Old House Office Building, 10 a. m.—Panel; 
Economic Outlook : 

1. What is the outlook for labor force, hours of work, and productiv- 
ity in comparison with long-run trends? 

2. What are the likely trends in receipts and expenditures of Federal, 
State, and local governments? 

8. What is the outlook for business fixed investment; for interna- 
tional trade and investment; residential construction; for inventories? 

4, What is the outlook for consumer buying of durables, nondurables, 
and services? 

5. What is the outlook for prices? 

Labor force, etc. : 

Ewan Clague, Commissioner, Bureau of Labor Statistics, 

Department of Labor 
Government demand: 

Louis J. Paradiso, Assistant Director and Chief Statisti- 
cian, Office of Business. Economics, Department of Com- 
merce 

Housing investment and demand: 
Robinson Newcomb, consulting economist 
Investment demand: 

Martin R. Gainsbrugh, chief economist, National Indus- 

trial Conference Board 
Inventories and consumer demand : 
Irwin Friend, professor of economics, University of Penn- 
sylvania 
International trade and investment : 
William F. Butler, vice president, Chase Manhattan Bank 
Agriculture: 

Oris V. Wells, Administrator, Agricultural Marketing Serv- 
ice, Department of Agriculture 

Louis H. Bean, consulting economist 

January 30 (Friday); room 362 Old House Office Building, 10 a. m.—Panel: 
Policy Implications for the Economic Outlook * 

1. What, if any, changes in governmental economic pane are called 
for in the year ahead? 

2. What would you regard as ‘the proper division of: labor) between 
tax policy and monetary policy as instruments of economic stabilization 
during the coming year? 

3. What relative emphasis should these policies place on the expan- 
sion of investment and of consumption? 

Richard A. Musgraye, professor of economics, University of 
Michigan 

William J. Feliner, professor of economics, Yale University: 

Walter W. Heller, professor of economics, University of Minnesota 

Benjamin U. Ratchford, professor of. economics, Duke University 

Paul A. Samuelson, professor of economics, Massachusetts Institute 
of Technology 

Herbert Stein, director of research; Committee for Economic Devel- 
opment 

J. A. Bierne, president, Communications Workers of America 

February 2 (Monday), 457 Senate Office Building, 10 a.m —Panel: Factors Af- 
“fecting Economic Growth’: 

1. When we talk of economic growth, do we mean expansion of GNP? 
or of GNP per capita? or of productive capacity? 

2. What are’ the Princtpal factors explaining the ‘growth that has 
taken place? 


I 
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3. How important a factor is research and development? What evi- 
dence do we have that research and development “pays off” in clear 
cut contributions to industrial and économie growth? What contribu- 
tion to national economic growth Gan be expected to result from the 
development of specific areas and regions? — 

4. Can we count on the contribution of these factors to maintenance 
of growth to continue in at least the same degree as in the past? What 
basic changes, if any, in public policies would contribute to providing 
the conditions in which growth-impelling forces would be encouraged. 

5. Can we have a higher rate of growth in the future without devot- 
ing to capital formation a larger proportion of our resources than in 
the past? Would not a faster rate of growth require an increase in 
the rate of saving? What problems of income distribution must we 
expect to find associated with a relative increase in the rate of ex- 
pansion of our productive capacity? 

6. Would devoting a larger proportion of our resources to capital 
formation give rise to greater difficulties in maintaining stability in the 
general level of prices and in the rate of employment and other resource 
use? 

7. The word “dynamic” is frequently used to describe the American 
economy. What implications are there in the dynamic characteristics 
of the economy with respect to the opportunities to expand our pro- 
ductive capacity? for limitations upon such expansion? What account 
should be taken of these implications in comparing the growth of the 
U.S. economy with that of a less dynamic economy? How is the com- 
parison of the growth of our economy with that of the Soviet Union 
affected ? 

Harold J. Barrett, development department, E. I. du Pont de 
Nemours & Co. 

Robert Eisner, professor of economics, Northwestern University. 

Joseph L. Fisher, associate director and secretary, Resources for 
the Future. 

Daniel Hamberg, professor of economics, University of Maryland. 

Hans Heymann, Jr., economist the Rand Corp. 

Robert E. Johnson, economist and actuary, Western Electric Co. 

Herbert E. Striner, economist, operations research office, the Johns 
Hopkins University. 

Alan T. Waterman, Director, National Science Foundation. 

February 3 (Tuesday), 457 Senate Office Building, 10 a.m.—Panel : The Structure 
of Business and the Employment Act of 1946: 

1. How would you evaluate the contribution of current antitrust 
policy to attainment of the Employment Act’s objectives of economic 
growth and stability? What revisions in these policies would provide 
opportunity for a greater contribution? 

2. Some examinations of recent U.S. experience suggest that relative 
immobility of important types of resources is an important factor in 
rising costs and, therefore, upward price pressures. One example is 
the hoarding of skilled and technical labor services needed in connection 
with a good deal of investment in plant and equipment. To what extent 
are such barriers reflections of concentration of economic power? Can 
antitrust policy be more effectively directed toward reducing the barriers 
to free resource movement? 

8. The strong market position of large business and the bargaining 
power of large labor organizations have been identified in many dis 
cussions as contributing importantly to inflationary tendencies apparent 
in recent years. To what extent can this interpretation be factually 
supported? If this be the case, what changes in antitrust and related 
policies are called for to assure that such power is appropriately reduced 
or otherwise modified in the public interest? 

Solomon Barkin, director of research, Textile Workers Union of 
America. 
eae P. Frucht, economist, Chamber of Commerce of the United 
tates. 
Horace M. Gray, professor of economics, University of Illinois, 
Alfred E. Kahn, professor of economics, Cornell University. 
Mark S. Massel, senior staff member, the Brookings ‘Institution. 
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February 4 (Wednesday), 457 Senate Office Building, 10:30 a.m.—Antitrust 
Policy and Employment Act Objectives : 

Victor R. Hansen, Assistant Attorney General in charge of the 
Antitrust Division, Department of Justice; accompanied by Rob- 
ert Bicks, first assistant to Mr. Hansen. 

1. What consideration is given, in the shaping and application of anti- 
trust policies, to the contribution they can make to attainment of the 
objectives of the Employment Act of 1946? 

2. Under what are termed additional measures for economic growth 
(p. 53 of the Economic Report), the President includes three recommen- 
dations to strengthen antitrust policy. In your opinion, how would 
economic growth be promoted by these measures? 

3. The Economic Report also includes the statement that “self-dis- 
cipline and restraint [by labor and management] are essential if agree- 
ments consistent with reasonable stability of prices are to be reached 
within the framework of [our] free competitive institutions.” If, as 
this seems to imply, our free competitive institutions are not function- 
ing sufficiently well to create adequate market restraints, is this be- 
cause antitrust policies are not being vigorously enough pursued or 
because the statutes are too limited? If the latter, will the measures 
recommended by the President be sufficient to overcome the deficiencies 
of the law? 

4. To what extent do you believe inflationary price movements result 
from restraints on the freedom of enterprise, noncompetitive market 
practices, and immobility of resources, compared with inadequate 
fiscal and monetary restraints? 

February 5 (Thursday), 457 Senate Office Building—Fiscal Policy for the Coming 
Year, 10 a.m.: 

Robert B. Anderson, Secretary of the Treasury. 

1. What would you regard as the proper division of labor between tax 
policy and monetary policy as instruments of economic stabilization 
during the coming year? 

2. Is the present structure of the Federal tax system adequate in 
light of the Nation’s economic growth and stability requirements? If 
not, what changes would you recommend? 

.3. Under what circumstances can we reduce Federal taxes? What are 
the prospects for realizing these circumstances? 

4. What do you foresee as the Treasury’s principal debt-management 
problems in the year ahead? What effect on interest rates and. the 
availability of credit to sensitive sections of the market, such as housing, 
do you anticipate from debt-management operations during 1959? What 
assumptions about the broad outlines of monetary policy underlie the 
Treasury’s debt-management program for 1959? 

Fiscal and Budgetary Policy Recommendations, 2:30 p.m.: 
Gerhard Colm, chief economist, National Planning Association. 
February 6 (Friday), 457 Senate Office Building—Monetary and Credit Policy for 
the Coming Year, 10 a.m.: 
, William McC. Martin, Jr., Chairman, Federal Reserve Board. 

1. What do you regard as the proper division of labor between tax 
policy and monetary policy as instruments of economic stabilization dur- 
ing the coming year? 

2. What is the current policy of the monetary authorities? 

3. What, if any, elements exist.in the current situation which suggest 
or might permit a resurgence of inflationary forces in the next'12 or 15 
months? 

4. If price movements during 1959 follow the 1958 pattern, would an 
easier monetary and credit policy be in order? What program would 
you recommend as to priority and specific actions in the fiscal. and mone- 
tary fields for 1959? 

5. With the benefit of hindsight, do you agree with the contention that 
monetary and credit policy could and should have been eased some 
months prior to the fourth quarter of 1957? 

Monetary and Credit Policy Recommendations, 2:30 p. m.: 

Seymour E. Harris, chairman, department of. economics, Harvard 

University. 


i ma et me ee ff. 
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February 9 (Monday), Old Supreme Court Chamber (P-63, Senate wing, 
Capitol). . 
tenaie Labor and Management Comments on the Economic Report: ._. 
Labor comments: : 
10 a.m.: Walter Reuther, vice president, American Federation of 
Labor-Congress of Industrial Organizations 
Management comments : 
11 a.m.: Walter’Fackler, Department of Economic Research, Cham- 
ber of Commerce of the United States 


11:30 a:m.: Ralph Robey, economic adviser, Nationa? Association 
of Manufacturers 


Panel: Additional Comments by Group Representatives, 2 p.m. : 
American Farm Bureau Federation: 
Roger Fleming, secretary-treasurer 
Federal Statistics Users’ Conference: 
Vincent A. Perry, vice chairman 
National Farmers Union: 


Ralph Bradley, State president of the Illinois Farmers Union, 
representing the National Farmers Union. 
National Grange: 
Roy Battles, assistant to the master 
National Independent Union Council: 
Roger M, Rettig, president 
United Mine Workers of America: 
Michael F. Widman, Jr. 
Committee for Economic Development : 
T. V. Houser, Chairman, Research and Policy Committee 


February 10 (Tuesday), 457 Senate Office Building, 10 a.m—the Defense Ve- 
partment budget and plans: 


W. J. MeNeil, Assistant Secretary of Defense (Comptroller). 
1. What significant changes in the Department of. Defense program 
are included in the budget for fiscal 1960? What impact on the total 


level and on the character of economic activity do you anticipate from 
these changes? 


2. What pattern of defense expenditures and contract placement, by 
quarters, is contemplated in the budget for fiscal 1960? - 
3. What criteria. were followed in arriving at the total budget pro- 


posed for national defense? For apportioning this total among various 
programs? 


Means, Gardner C. 

The Cuairman, This morning the committee will hear from the 
Council of Economic Advisers. We are very happy to welcome you 
gentlemen. The hearing will be conducted under the same general 
ground rules which we have established in the last several years, 
namely the meeting will be held in executive session, with a_trans- 
cript taken of those parts of the meeting which the Council 
feels will not jeopardize its position as staff adjunct of the 
Office of the President. At any point in the hearing, when the 
Council feels it is entering into an area which threatens to jeopardize 
that position, it will be given permission to go off the record, although 
from the experience of recent years I do not anticipate that that will 
be necessary. 

The Council will subsequently be given the privilege of editing the 
ranean and the edited transcript will be made a part of the 
printed hearings for the benefit of committee members who cannot 
attend today, other Members of Congress, and the public in general. 
The Council is, of course, welcome to provide any additional ma- 
posi 4 which it feels will be helpful to those who peruse the printed 
record. 


Dr. Saulnier, you may proceed as you wish. Do you have a pre- 
pared statement ? 
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STATEMENT OF RAYMOND J. SAULNIER, CHAIRMAN, ACCOM., 
PANIED BY PAUL W. McCRACKEN, AND KARL BRANDT, MEMBERS, 
COUNCIL OF ECONOMIC ADVISERS date 


Mr. Sautnier. Mr. Chairman, I come here with no prepared state- 
ment but will be glad to proceed at once with such questions as the 
committee wishes to ask. 

I would like first to introduce my two colleagues, Dr. McCracken; 
and Dr. Brandt, who is a new member of the Council of Economic 
Advisers. 

The Cuarmman. You have aided and are acquainted with the Presi- 
dent’s budget ? 

Mr. Savutnier. I am, sir. 

The Cuatmrman. Do you agree with the estimates that the revenues 
for the fiscal year 1959-60 will amount to $77 billion ? 

Mr. Sautnier. I think that is a reasonable estimate. 

The Cuarrman. And you endorse it ? 

Mr. Savuinimer. I do. 

The CHarrman. Now, what is the assumption of the level of cor- 
porate profits ? 

Mr. Sauunier. Well, I don’t know that there is any single assump- 
tion. 

The Cramman. Well, it is estimated that the receipts from the 
corporation income tax will be $211, billion. 

r.Sautnier. That is right. 

The Cuarman. Now, what is the estimated total of corporate 
profits upon which that estimate of $2114 billion in tax receipts is 
made ? 

Mr. Savutnter. Well, it is based, of course, on an expectation of a 
substantial improvement in corporation profits. And as you know, 
corporate profits have already rebounded rather sharply. 

The Carman. Well, may I ask this. What is the figure—what 
is the estimate of corporate profits? 

Mr. Sauxnier. I don’t know that I can answer that. 

The Cuarrman. Is any member here able.to? 

Mr. Savuunier. I don’t know that I can answer that as a specific 
number. Of course corporate profits tax receipts will be just a bit 
under 50 percent of the corporate profits total. But the precise per- 
coniea that one will use here can properly vary from one year to 
another. 

The Carman. Well, it is my understanding that the Treasury 
estimates corporate profits for the fiscal] year 1959-60 at $47 billion. 


That was given out at a press conference. I will ask the staff if that 
is correct. . 


Mr, Rirxy. That is correct. 
Mr. Sautnier. That is for the calendar year 1959. 


The Cuarrman. Yes, calendar year 1959, Well, the estimate of in-_ 


come from the corporate profits—income to the Government from the 
corporate profits tax for Fiscal 1960—is based, is it not, upon the esti- 
mate of net corporate profits for the calendar year 1959? 

Mr. Savutnter. That is correct. 
The Cuarman. Yes. 
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So the. assumption is made—I think this. is true and the record 
should show it—that net corporate profits for calendar 1959 will be 
approximately $47 billion, 1 think that is correct. ' 

ow, in the monthly Economic Indicators, January 1959, on page 
8 which you have submitted to us, there is a statement of corporate 
profits before taxes for the second quarter of 1958 as sm $32 billion. 

This assumption, therefore, of the Treasury is that profits for calen- 
dar 1959 will be almost 50 percent greater than profits for the second 
quarter. of calendar 1958. Isn’t that correct? 

Mr. Sautnier. That is correct, Mr. Chairman. 

The Cuairman, Isn’t that somewhat optimistic? 

Mr. Sautnier. No, I don’t believe it is unduly optimistic. I don’t 
believe it is at all an unreasonable estimate. As you may know, the 
current estimates of corporate profits for the last quarter of this year 
are in the neighborhood of $44 billion. 

The CuHarrman. Corporate—— 

Mr. Sautnter. At an annual rate. 

The Cuarrman. $44 billion. 

Mr.Sautnter. That is correct. 

The Cuarrman. Did they Jump from 32—— 

Mr, Sautnier. They jumped from the low of a bit under $32 billion 
in the first quarter of 1958. 

The Cuarrman. Do you have those figures ? 

Mr. Savutnrer. You will find them, Mr, Chairman, in the Economic 
Report. Not in Economic Indicators. . 

he Cuarrman. Well I am somewhat puzzled by this, because you 
prepare Economic Indicators for us, and the figures which you submit 
to us don’t go beyond the second quarter. 

Mr. Sautnier. Well, that to the best of my knowledge has been true 
for a good many years. But we do give the annual figure in the Eco- 
nomic Report. 

The CHatrman. Well, I hope this may be true. I don’t believe in 
undue scrutinizing of past prophesies; but you may remember that 
last year when you were before us, you estimated that the President’s 
estimates of receipts of $73 or $74 billion would hold good. I ex- 
pressed some doubt at the time. 

Mr. Sautnrer. Doubt as to the course of corporate profits, Senator? 

The Cuarrman. Yes. 

Mr. Sautnter, I don’t recall any doubts of yours on that point. 

The Cuarman. I refer you to page 9 of the hearings last year. 

Mr. Savuunrer. Your doubts with respect to the movement. of cor- 
porate profits ? 

The Cuarrman. Yes. 

a you will turn to the hearings of last year, page 9, I will read 
them : 


I am trying to bring out this: Aren’t you really being too optimistic in your 
belief that revenues are going to hold up? To the degree that you are, receipts 
from excise taxes would be down. And while it is true the income tax and 
corporation tax payments will in the main be based on calendar 1957, which is 
over with, there will be some payments on current receipts, current income. 

I am sure your faces would be quite red if on the 1st of July, the 6th or 
7th of July, instead of a deficit of $400 million, which you endorse, which you 
are now endorsing, you have a deficit of over a billion or $2 billion; that would 
be quite an error. 


36379—59——2 
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Now, as it turns out, the deficit for fiscal 1958 was almost $3 billion 
and the deficit for fiscal 1959 almost $13 billion, and the corporate 
profits for 1958 fell off so that total receipts of the Government, in- 
stead of being the $73 or $74 billion which the President had esti- 
mated, it is believed will fall to $68 billion. And this required the 
administration to come to the Congress and‘ask for an increase in the. 
debt limit. 

Mr. Sautnier. Yes. 

The Cuarrman. I am not interested in scoring points on you. But 
I do want to point out that last year when you were optimistic about 
the budgetary figures and I was pessimistic about the figures, events 
have proved me to be right and proved you to be wrong. And, there- 
fore, f wonder if this past experience shouldn’t make you a little bit 
more cautious in your estimates of this year. 

Mr. Savutnter. Well, just let me continue with the reading of last 
year’s record. I went on and said in response to your reference 
about revenues : 

If my face is red at that time, sir, it will be red not because of an unrealized 
statistical estimate but rather because our economy has not shown the recovery 
which I think it will. 

And I am glad to say,-Senator, that I have found no occasion to 
blush over the performance of our economy. And that, I think, is 
the important thing for us. 

The CuHatrmay. You think that the President’s estimate that 
budgetary receipts would be $73 billion or $74 billion for fiscal 1959 
was correct ? 

Mr. Savuunier. I am quite prepared to say, Senator, that I was very 
much surprised at the sharp decline in corporate profits. 

The Cuarrman. That is what I was warning you about. 

Mr. Sautnier. As a result of the recession ? 

The Cuamrman. Yes, that is what I was, warning you about. 

Mr. Sauunier. I hadn’t realized that you were pinpointing your 
observations to corporate profits. 

The Cuatrman.. Yes, indeed. 

Mr. Sautnter. It is hard for me to read that in the record. 

But I learned something from last year’s experience. And I would 
hope that we have all learned something from it. 

And now, just as we had a very sharp decline in corporate profits 
during the recession, I think we can also expect a rather sharp re- 
bound as our economy recovers, Indeed, to the best of my iowhedge 
that is the typical professional appraisal at this time. 

The Cuamrman. So you stand on the estimate of receipts from cor- 
porate income tax at $211, billion. 

Mr, Sautnter. I think it is a quite reasonable estimate, Senator. 

The Cuamman. And your estimate of receipts from the personal 
income tax ? 

Mr. Saunier. I think it is also reasonable. 

As a matter of fact, Senator, I wouldn’t be at. all surprised if it 
turns out to be a bit on the conservative side. 

The Cuatrman. The estimate for them is $40.7 billion? 

Mr. Savunier. Yes. 


. ae Cuairman. Now, on what figure of personal incomes is that 
ased ? 
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Mr. Savuunier. The fi that is being used in connection with the 

corporate profits figure that you have mentioned—— 
he Cuarrman,. No, I am now speaking of individuals, 

Mr, Sautnter, Yes. The personal income figure is around $375— 
$374 or $375 billion. 

The Cuamman. Now; in order to give everyone a chance, I think 
I should call on the other members of the committee. I don’t think 
any of us should take more than 10 minutes at a time. I have ex- 
hausted my 10 minutes, 

Representative Curtis. Mr. Chairman, I want to apologize for being 
late. Did Mr. Saulnier read a statement ? 

The Cramman. No. 

Representative Curtis. This is just an interrogation ? 

The Cuamrman, Yes, 

Representative Curtis. I haven’t caught up to what is going on 
here. So I will pass. 

The Cuarrman. Congressman Reuss. ; 

Representative Reuss. Dr. Saulnier, last year at about this time 
when you were testifying on last year’s economic report, unemploy- 
ment was reported at 3,374,000—some 5 percent of the labor force. 
You stated at that time that you were in favor of expansion policies. 

I think your actual words were: 

The simple figure of unemployment in relation to the civilian labor force that 
we can read out of the plainest table on statisticians is sufficient for my purpose. 
I am here today. as an expansionist so far as economic policies are concerned. 

Incidentally, I agreed with your expansion view last year. 

Our latest figures show that unemployment stands today at 6.1 
percent of the labor force, with more ‘ion 4,100,000 unemployed. 

My question, sir, is: Are not expansionist measures as necessary Now 
as they were a year ago ? 

Mr. Savutnter. I remember that very well, Congressman Reuss. 

I am glad to say that, broadly speaking, the policies followed from 
that time were expansionist policies. And they -had rather good 
effects all around. As you know, our economy registered an earl 
and a good recovery. It came a bit earlier than some people expec 
I must say that it came a bit earlier than I expected myself. I think 
that if I had been. called upon last January to specify my expectations, 
I would have placed the trough a bit later than April. 

Now, since that, time we have had a good recovery. In terms of 
production, it has gone ahead very well. 

In terms of employment, as is characteristic of the recovery period, 
it has gone ahead a bit less rapidly. But broadly speaking, Congress- 
man. Reuss, the expansion of employment and the reduction of the 
ratio of unemployment to the labor force has been about in line with 
historical experience. And it was in order to illustrate that very 
point that we thought it would be useful to include a chart in the 
Economic Report. te which I would like to refer for a moment.» It 
shows the movement of employment and of the unemployment rate. 

Representative Reuss. On what page? 

Mr, Savuinigr,, Page 14, sir. 

In the present recovery and in 1953-55 and 1948-50 periods. But 
let. me point out the behavior of the December figure. You will notice 
that it drops-off a bit. And the unemployment ratio rose just a bit. 
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_ Now, we have looked pretty slaeety at this, which is not the sort, of 
thing that we like at all. However, I am not inclined to place a great 
deal of emphasis on this one month’s record. 

Representative Reuss. Particularly concerned over—— : 

Mr. Savtnter. Yes, that December zig. That decline was in con- 
tract construction employment. At the same time we got this figure, 
showing the decline in employment, we got a re on housing starts 
at 1,430,000 or 1,440,000. I must say this baffled me some, And TI am 
postponing my judgment on this for a bit. 

But let me say that if I found those figures for January and for 
February continuing to lag substantially, I would be concerned, 

Representative Reuss. Then presumably under the Employment 
Act, you would send to this committee some outward and visible sign 
of the signal. 

Mr. Sautnier. The Council of Economic Advisers is called upon 
to advise the administration on these matters. And we would be 
giving our speeches on the subject. at 

Representative Reuss. In addition to advising the Executive and 
Biving speeches, doesn’t the Employment Act in section 3(b) state— 
here I read: 

The President may transmit from time to time to the Congress reports sup- 
plementary to the Economic Report—— 

Mr. Saunier. Yes. 

Representative Reuss (continuing) : 
each of which shall include such supplementary or revised recommendations as 
he may deem necessary or desirable to achieve the policy declared in section 2. 

Wouldn’t it be a good idea under this section, even tie it says 
may rather than shall, to report to the Joint Economic Committee 
any major changes in the economic outlook ? 

Mr. Savuunrer. It would, yes. Absolutely. 

Representative Reuss. If such changes occurred ? 

Mr. Sautnier. Absolutely, yes. Now you remember there was 
considerable discussion of this last July or August when we were just 
about at the end of the congressional session. We would have had, 
oh, I don’t know, maybe a week and a half or 2 weeks, to prepare a 
midyear economic report. Our economy was in recovery. And at 
that time, Congressman Reuss, I expressed the feeling that such a 
report would not be useful. 

ow, this is entirely without prejudice to my views as to the utility 
of such a special report at some other time. 

Representative Reuss. Just a final question since my time is al- 
most - 

Am I right, then, Dr. Saulnier, in my interpretation of your an- 

swer to my question. The question was: ° 

Why is it that a year ago with 5 percent of the labor force unemployed, you 


were worried enough to favor expansionist policies; yet today with more than 6 
percent of the labor force unemployed, you not only do not advocate expansionist 


policies, but recommend mildly restrictionist policies? 
_ Is it a correct inference from your testimony that this difference 
in view derives from your judgment that unemployment situation 


is improving, at the present time, whereas a year ago it was de- 
teriorating ? 
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Mr. Savuunrer. Absolutely. 

Representative Reuss, Is that a fairsummary ? 

Mr. Savutnrer. Yes, indeed. As you will see from the contour of 
the movement of the ratio of unemployment to the labor force, as 
shown on page 24, I was here last when the ratio was rising. And it 
continued to rise.. It rose, in fact, to over 7 percent. And during 
that entire period the Council was using its best offices to encourage the 
adoption of measures which we thought would help to cushion the 
decline and to promote recovery. And that did happen. 

Representative Reuss. Thank you very much. Thank you, Mr. 
Chairman. 

The Cuairman. Congressman, Widnall. 

Representative Wmnauu. Dr. Saulnier, maybe this is a question 
I should be able to answer myself. But how do you actually count 
the unemployment? Who is included as unemployed? Can you give 
a simple answer to that? 

Mr. Sautnzer. Well, the computation of unemployed is roughly 

as follows: We have to have a Panes of both people at work—that 
is, the total number of employed persons—and a figure of the total 
number of people who are in the labor force, And it is a simple 
subtraction of one from the other. 
_ The calculations of both employment and labor foree are made by 
the Census Bureau, on the basis of house-to-house checks of a sample 
of househalds. The enumerators find out how many people regard 
themselves as in the labor force. 

That is, are able to work and are looking for work and prepared 
to accept work. 


. 


Then the next question is: How many of these people are em- 
o 


loyed? Arid :by simple subtraction, we get an. unemployment figure. 
. Balenmeiaiias epee How often aos the figures of the potential 
workers checked ? 

Mr, Sauter. They are taken monthly. 

Representative Wipnaw. Is that just asampling? 

Mr. ,SautNrer: It. is a sezapling 5 yes, sir. .We have, I think, a 
pretty good degree of reliability in the sample.; . 7 

Now, we do have two. different figures of employment. The figures 
that. I have described and an estimate,of employment made,on a 
sampling basis by the Bureau of Labor Statistics. , 

The latter is based on the payrolls of business firms. 

Representative Wipnatt. May I ask this question. 

X retires from business or from a civil service position and is on 
retirement pay. Yet that. person wants to work. Is that person 
counted as unemployed? 

Mr, Saunier. If he is seeking work, he is counted, as a member 
of the labor force. 

Representative Wipnaut. So that actually, you could have two or 
three million people who are on retirement pay today who are;counted 
as unemployed if they are looking, for just the spot that they want 
to fit into to supplement, their retirement income. Isn’t that, possi- 
ble? 

Mr. Saunier. We have a large number of such. people, doubtless 
a very large number of people, who are counted as in the labor force, 
but who are not at work and are, therefore, counted as unemployed. 
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Yet we would probably regard them as being in a quite different eco- 
nomic status, some of these people, from the family man, with a num- 
ber of dependents, who is out of work and desperately in need of a 
job. In other words, there are all degrees of seriousness of unem- 
ployment, as felt by the individual. 

Representative WipnaLu. Well, in situations like this, how are these 
people counted? The automobile factories shut down, and the men 
are unemployed. Many of those people have had for some time Sat- 
urday and Sunday jobs including their own little businesses that they 
operate. Are they counted as employed or ee 

Mr. Savuunter. There is an important difference between the way 
employment is calculated by the Bureau of Labor Statistics and the 
way it is calculated by the Census Bureau. 

If a fellow has a job, any job, he is counted as employed. He may 
have two jobs. He may have three jobs. But he is one employed 
person to the Census. But for the BLS, where you go to payrolls, 
and you get the count of employed people on payrolls, that duplica- 
tion is not eliminated. Accordingly, in a recession period there is a 
sharper decline in the BLS estimate of employment than in the Census 
estimate. 

In the BLS estimates, when a person loses one of his two jobs, it 
is like one person falling out of the employed population. This would 
not be the case in the Census figures. 

Representative WIDNALL. I see. 

Mr. Sauunter. In the Census estimate he would still be employed, 
even though he had one job rather than two. 

Representative Wmwnati. Thank you. 

That is all. 

The Cuarmman. Senator O’Mahoney. 

Senator O’Manonry. Thank you, Mr. Chairman. I am sorry that 
I wasn’t here at the beginning of the session. I had to be in attendance 
at a meeting of the National Petroleum Council, which is meeting this 
morning to determine upon its new relationship with the Government. 

The petroleum industry of course is very much concerned about the 
importation of foreign oil. You are familiar with that problem. 

Mr. Sautnter. Yes; lam. 

Senator O’Manoney. And I was calling the attention of the group 
to the fact that the interest on the national debt as represented by the 
President’s budget is about five times the expenditure on the develop- 
ment of natural resources which includes the handling of water re- 
pote and the handling of the General Leasing Act on the public 

omain. 

Now, the interest on the national debt as computed by the President’s 
budget is $8,096 million. It constitutes, according to the Budget in 
Brief, 1014 percent of the total budget as submitted for fiscal 1960 
whereas natural resources constitute only 2%» percent of that figure. 

_ The New York Times yesterday reported that the 1-year maturi- 
ties of the Government bonds, notes and bills, direct obligation to 
the Government amounts to $80,624,925,474. The interest on these 
obligations is increasing because the Treasury has not only asked an 
increase on the ceiling of the national debt in order to enable it to 
sell additional securities, but it is selling bills and notes to raise cash 
because the revenue is not sufficient.’ And of course the interest rate 
is increasing. 
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Mr. Sautnter. After a very sharp decline. 

Senator O’Manonry. No. I mean the interest rate that we are 
paying is increasing. 

r. SAULNIER. Yes. 

Senator O’Manoney. It is now about 4 percent. : 

Mr. Sautnier. After having fallen, the short term rate, to a little 
over.a half of 1 percent. 

Senator O’Manoney. That was a long time ago. 

Mr. Sautnter. No. That was a few months ago. 

Senator O’Manoney. A few months ago? 

Mr. Sautnter. Yes. 

Senator O’Manoney. I see. How much of the national debt? 

Mr. Savuunier. Well, the entire treasury bill portion. We carry 
a little chart, Senator, on that, in the Economic Indicators. It is a 
rather useful picture. It is on page 29. In fact, it is quite a dramatic 
picture of the happenings of 1958. 

Senator O’Manoney. Yes, I have seen that. 

Mr. Savutnter. That is the drop I was referring to. 

You see that the Treasury bill rate in 1957 was just. short of three 
and one-half. 

Senator O’Manoney. Well, when it comes down to less than 2 per- 
cent, it is getting pretty close to greenbacks. 

Mr. Sautnier. I would regard it as still a long way from green- 
backs, Senator. 

Senator O’Manoney. Greenbacks have no interest rate at all. But 
on the other hand we know that the Government arranges to have 
the withholding taxes withheld by every employer in the country 
deposited in banks en route to the Treasury. In any event the banks 
are permitted to charge the Government interest on the Government’s 
money which is held en route to the Treasury. 

Mr. Sautnier. There is a deposit account, yes, that is held in the 
banks. It is characteristic of any enterprise collecting large sums. 
The receipts are held in deposit banks throughout the country. 

Senator O’Manonery. Well, there is quite an issue as to whether or 
not Congress shall by legislation at least decrease the amount of 
interest that the banks collect 

Mr. Sautnier. I didn’t hear. 

Senator O’Manoney. At least decrease the interest on Gov- 
ernment money held by the banks. But that is not the point that I 
am driving at. Idon’t want to be diverted. 

What I am emphasizing is that the national debt is increasing; 
the annual interest upon the national debt is increasing, so that it 
is much greater than the amount that is expended for the conserva- 
tion of water and of natural resources. At the same time the Treas- 
ury is obliged to sell bonds at a discount. And I am wondering how 
in this general situation you believe that we are getting a balanced 
budget and that the receipts of the Government are likely to in- 
crease 

This budget shows, for example—let. me turn to page 40 of the 
Budget in Brief—a table showing authorizations, expenditures, and 
balances, 1960 estimate. 

Mr. Savutnter. Yes. 
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Senator O’Manoney. Now, the carryover which will go into 1960 
is $72,800 million. That is the authorizations which have already 
= made by Congress, but which have not yet been obligated. Am 

right ? 

r. Sautnier. That is correct, sir. 

Senator O’Manonry. The budget which is presented to us ‘is for 
new obligational authority. for 1960. The total of the two is $149,- 
600 million. 

Are we getting receipts enough to really balance the budget when 
it has reached that very high total? 

Mr. Sauinme. We are anticipating receipts, Senator, that will be 
roughly equivalent to the expenditures which the budget estimates 
or projects as being made in the fiscal year 1960. Of course the ques- 
tion of balance here is a question of the balance between receipts and 
actual expenditures. 

Senator O’Manonery. Now those receipts will come primarily from 
the tax income, will they not? 

_. Mr. Sautnier. That is right, sir. | 

Senator O’Manoney. I want to turn to the table of corporate 
profits on page 8. The report and the budget report both seem to tell 
the Congress that corporate taxes will increase. I point out that for 
the first 3 quarters—no, the first 2 quarters—of 1958, the corporate 
taxes, the dividend payments, and the undistributed profits all seem 
to be lower than at any time since 1952. 

Mr. Sautnier. Yes; that is.correct. “ 

But, Senator, let me say that in an earlier discussion with Senator 
Douglas, I pointed out that there had been a very sha at least we 
estimate that, there has already been a very sharp—rebound of cor- 
porate profits in the third and the fourth quarters of this year. 

Senator O’Manoney. That I know is an estimate. 

Mr. Sauunier. Yes. 

Senator O’Manonny. I am trying to find on what you base that 
estimate. 

Mr. Sautnur. Well, it is ba 
~ Senator O’Manoney. I find article after article in the business 
press which doesn’t seem to agree with that estimate, 

Mr. Sauunier. I am unaware of any broad disagreement with this 
projected recovery of profits. But we do not have a very large amount 
of current data on corporate profits.and we could be wrong. 

Senator O’Manoner. Well, let me read to you from the column of 
J. A. Livingston, a very well-known columnist on business, which I 
took from the Washington Post of January 25. 

This is his final reference to this financial problem : 

The Treasury recently put out two new. issues: . $750 million. of 4, percent, 
21-year bonds, and $24 billion of 344. percent, 16-month notes., Within a week, . 
the four sold down one-half point below the offering price of 99. 

Government bonds are selling to yield better than 4 percent. This makes 
them attractive for savings banks and insurance companies. 

Let me say here that the Fact Book of Life Insurance shows that 
companies’ holdings in Government bonds have suffered a very severe 
decline. The companies don’t begin to have the confidence in Govern- 
ment bonds now that they used to have. 

_ Mr. Sautnimer. I think you will find that their holdings increased 
in 1958. Just a moment, Senator, I will find it. 
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Senator O’Manoney, I didn’t bring the Fact Book with me. But I 
will get the table from the Fact Book of Insurance and insert it in 
the record. (See p. 16.) 

Mr. Savutnter. Let me refer to a table here in one of the appendixes 
to the Economic Report, the appendix on financial developments. 

You will find table C-16 on page 110 which shows the net change 
in the holdings of life insurance companies of Federal debt. In the 
first half of 1958 —— 

Senator O’Manoney. I am looking at table 16. 

Mr. Sautnier. C-16. 

Senator O’Manoney. C-16, commercial banks, Federal Reserve 
banks, mutual eT and insurance companies. 

Mr. Sautnier. You will see, Senator, that in the first half of 1958 
their holdings were reduced by $300 million. And in the second 
half of the year—and this again is based on estimate—they increased 
by half a billion dollars. 

Senator O’Manoney. Well, that is only a fraction of what they held 
10 years ago. 

Mr. Sautnter. This is not the total volume of their holdings, Sen- 
ator. This is the net change in their holdings in 6-month periods. 

Senator O’Manoney. Yes. 

Mr. Savutnier. And you will find that their overall holdings are 
very much larger in the aggregate than they were. 

Setter O’Manoney. I am sure you are mistaken about that. 


If the figures that I have found in the insurance companies’ Fact 
Book are correct, you are mistaken about that. 
Mr. Savutnter. I am afraid we don’t have complete information on 


these matters in the Economic Re 

Senator O’Manoney. Oh, I know. I was just trying to get some. 

Mr. Savutnrer. I am sorry we don’t have a total for insurance 
companies, separately. 

But if you go back to 1941 you will see that insurance company 
holdings were $8 billion. They rose to $24 billion in 1945. And in 
September 1958 they were close to $12 billion. 

At the end of the war a considerable volume of Government secu- 
rities were sold by the insurance companies. They were taken up oy 
other investors, of course, and the insurance companies put the funds 
into real estate mortgages. 

Senator O’Manoney. Well, as you say, this table on page 42 of the 
Treasury Bulletin shows that in September 1958, insurance companies’ 
holdings amounted to $11.9 billion, whereas, back in December of 
1946 their holdings were $24.9 billion. 

Mr. Sautnter. Go back a bit further, Senator. 

Senator O’Manoney. I will be glad to. But I also call your atten- 
tion to the fact that I have the Insurance Fact Book. I will have that 
inserted in the record here, and I will send it to you. I just don’t 
want to be diverted from what I was talking about. 

(The material referred to follows :) 

The table to which I refer, reproduced below, is to be found on page 66 of 
the Life Insurance Fact Book for 1958. ‘The table to which Mr. Sauinier 
referred is from an issue of the Treasury Bulletin and includes ‘all insurance 
companies. The table from the Fact Book deals solely with life insurance 


companies. Their holdings of U.S. securities have decreased from $20,583 million 
in 1945 to $7,029 million in 1957. 
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_ Distribution of assets of U.S. life insurance companies 
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Mr.-Sauunter. I have no wish to cause you to digress from your 
intended remarks. I just want to point out that during the war period 
insurance company holdings of Federal debt ‘horehasd sharply. 

Senator O’Manoney. You will agree with me, I am sure, that in- 
surance company holdings are just a small part of the question that I 
was trying to raise. So that is why I don’t want to be diverted from 
that, particularly since I am advised we are operating under the 
10-minute rule. 

So I had better bring my question to a speedy end. 


Let me continue to read. I was diverted by what Mr. Livingston 
had said. 


This increase in interest rate— 
he said— 


makes them attractive for savings banks and insurance companies. This will 
make mortgage money expensive and scarce. It could force delays in plans 
for new office buildings, commercial buildings, and.other projects, and it might 
deter State and local governments from financing public works. Government 
bonds now yield a percentage point more than blue chip industrial stocks. In- 
vestors and speculators are committed to continuing inflation and/or increased 
corporate profits and dividends, yet the rate of industrial expansion slowed in 
January. My feeling is that 1959 will be a flatter year than most Government 
economists expect, that Government revenues won’t come up to Secretary Ander- 
son’s expectations, and that interest rates, financing, will become a major indus- 
trial problem some time during the year. 
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Fluttery Government bond markets such as we have been having are not 
conducive to confidence. 

I cited that merely to show to you that there are business analysts 
with opinions which do not confirm your estimate that the receipts are 

ing to increase. And I think it is. of tremendous importance to 

ongress. I: don’t want to get into an argument with you. I am 
cay trying to find out what the facts are. I hope you are right, 
but Iam afraid you are wrong. : ; 

Mr. Sauunier. I certainly wouldn’t want to say that there is unani- 
mous agreement among business analysts on the business outlook. It 
Sala bo a strange day, indeed, if that were so. I never expect to.see 
the time when all business analysts will be in agreement on the eco- 
nomic outlook. 

I have said that I think these estimates of revenues are reasonable 
ones. And I went beyond that and said that I thought they might 
very well be a bit on the conservative side. 

Referring specifically to the interest rate questions which ee have 
been talking about, I think we do have a problem there. en the 
yield on Government bonds rises, as it has, to a bit over 4 percent, this 
does raise a problem for the mortgage market, particularly because of 
the laws which place limits on the interest rate that can be charged for 
a Government-guaranteed mortgage. 

As you know, Senator, there is a limit of 434’percent on GI loans. 
Now, as the rate on Government securities goes up, these securities 
become more attractive to investors than the GI loan. And you will 
observe that commitments for GI loans have, in fact, declined. 

Let me say that I deplore this fact, and I wish that we could get 


some action from the a to prevent it. 


Senator O’Manoney. 
Congress ? 

Mr. Savutnter. Action that has been requested in specific language 
on a number of occasions. It would allow the maximum interest rate 
that can be charges on a federally underwriten mortgage to be set, 
within a reasonable range, by administrative action. 

This would be a very constructive action for the.Congress to take, 
and I urge it most strongly. 

And may I say further that if it is not done, we may very well see 
a decline in the amount of money becoming available for investment 
in mortgages, which will not be good for our economy. 

Senator O’Manoney. Well, then, do I understand you to say that a 
high interest rate does tend to hinder the borrowing of money by 
businesses and. public bodies that desire to borrow for the purpose of 
expansion or construction, like the schools, for example? 

Mr. Sauunier. I think it does. I think there is no question about 
that, Senator. 

But the problem to which I am addressing myself is, What happens 
when you have a fixed rate? This is a case of price fixing in the 
capital markets, And what I am asking for is a flexible. price. 

enator O’Manoney. Yes, but to take the recommendation that has 
been made—Mr. Chairman, please stop me if I am taking too much 


time. When I get started asking questions, I don’t know when to 
stop. 


at sort of action do you want from the 
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The Cuamman. Congressman Curtis and Senator Williams have not 
had a chance to ask any questions. : 
Senator O’Manoneyr. Well then I will desist. except to say) et 
e 


Saulnier, that when we last went over this matter with the 
Reserve Board, we had testimony from public officials in the State of 
New York saying that the “high money rate was preveiis the school 
districts of New York from borrowing money to build schools.” They 
couldn’t make the expansion of schools that they wanted to make, 
And so the demand has risen on Congress to provide Federal funds 
to do these things. And your recommendations for taxes on gasoline, 
on aviation gasoline, and on postal rates, are all of great importance. 

Tamsorry that I have taken so much time. 

The Caamman. Congressman Curtis. 

Representative Curtis. Dr. Saulnier, on this unemployment figure, 
which, of course, is so important in evaluating some of these ae 
certainly from the standpoint of pone relations, there is one thi 
have been disturbed about, and I know most people have. I. don’t 
know how to term it. But it is the seemingly high level of unemploy- 
ment that seems to have existed since right after the Korean war. 
When we came out of the recovery after the 1954 recession it seems 
that unemployment came out on a relatively higher base than before. 
There seems to be some question now whether even after this recovery 
we will not again come out at a higher level. 

I am wondering whether or not this lies in our methods of takin 
economic statistics or whether it might be explained by an increa 
number of seasonally employed people who report that they are look- 
ing for work, and yet their work habits indicate that they are seasonal, 
or perhaps we have more retired people in our society who, if asked, 
would say they are looking for work and yet in essence they are 
retired. Have you any comments? 

What speculations have you made as to what might lie behind this 
increased base of unemployment? 

Mr. Sautnter. I have observed that. It is true that the unemploy- 
ment ratio was a bit higher when this last recession began than it 
had been in 1953. 

And accordingly, although the increase during the recession was 
no greater than the increase during the 1953-54 recession, it brought 
us to a substantially higher level. This does raise questions as to 
the composition of the unemployed. More properly, it raises ques- 
tions as to the composition of the labor force, and whether in this 
period there have been accretions to the labor force of people who are 
perhaps less dependent upon jobs than others. 

That is a possibility, but I can’t say that I have any knowledgeable 
speculations to make on it today. I would be glad to have this ana- 
lyzed more fully if that would be useful to you. It would be useful | 
to me, and I would like to do it in any case. 

Representative Curtis. I would appreciate it if you would. Of 
course, one of the statistics that we haven’t paid too much attention to 
but which I, in trying to evaluate, might be revealing. It is the per- 
centage of work force in relation to the population 14 years of age 
and over. I think those figures run around 58 percent... I am wonder- 
ing whether or not there might be some revelations in there. 
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And then one other point: I notice in your table D-18 on Page 160 
which breaks down the employed by age Brewis and by male and 
female, that it is interesting to know that the male between 20 and 44 
years, it has been a rather constant employment since 1947 of about 23 
million, with some fluctuation, while the increase in numbers employed 
seems to be mainly females and people 45 years and over. 

I am interested from the social securit ange too, because I serve 
on the Social Security Subcommittee, We lowered the retirement 
rate of course in Bit keancita and I am curious to know if that had 
an impact upon our employment figures. 

Mr, Sautnisr. It might have. : 

Representative Curtis, I wonder if it might not be well to have 
another breakdown jin those statistics to show 60 and over, possibly. 
Are there such ? 

Mr. Savutnier. I cannot say that there are such figures in existence 
now, but I will certainly look into it. I agree with you that. it 
would be a useful fi to have. 

Representative s. Yes, 

Then one other line of questioning, Mr. Chairman. 

In the Economic Report, on page 3, you point out that the recession 
had been preceded by a major expansion in productive capacity with- 
out a corresponding increase in utilization. 

And then of course you point out on the same page: 


Business expenditures for new plant and equipment which had fallen only 11 
percent-in the previeus recession dropped 22 percent here. 


Then on page 10.at the bottom you say: 


Major developments were the decrease in the volume of incoming business of 
the capital-goods industry and reduced appropriations by manufacturing busi- 
nesses for their investment expenditure programs and lower expenditure for 
machinery, equipment, and new facilities. And corporate liquidity was low in 
the instance of capital issues being postponed because of unfavorable financing 
increased. Clearly financial considerations were exerting a progressively greater 
influence on businesses to restrict their commitments for further expansions of 
their facilities. 


I agree with that, but there seems to be an apparent paradox or 
ps rescary in the statement that the large expansion in ee 


capacity without full utilization, the reason for the cutback in further 
business expansion rather than financing. I personally think that 
both occurred. But I think the difference lies in certain areas. 
There was this expansion. But notin other areas. 

And one ‘area I would suggest that we did not have expansion in, was 
in the distributive industries and services: And that was the same 
area in which we saw this strange situation of price increases coming 
along during the recession. And it was inasmuch as the distributive 
industries are largely com —I think it is around 80 percent—of 
all businesses, and it was the small business sector that was primarily 
hit on this business of being able to finance its growth and expansion. 

I am wondering whether a further analysis of these two factors 
which seem inconsistent without explanation might be revealing? 

Mr. SavutntEr. Quite possibly so. But let me say that the reference 
to the increase in capacity outrunning the increase in production was 
a reference to manufacturing. 

Representative Curtis. Yes. Durables primarily. 
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Mr. Sauunier. It.is true that in 1956 and 1957 there was a growing 
disparity between capacity on the one hand and production on the 
other hand in manufacturing. And the disparity was far greater in 
some lines of manufacturing than in others. 

At the same time, and particularly toward the end of 1957—it came 
to a peak about August of 1957—we had considerable tightness in the 
credit and capital markets. ‘This was an additional factor tending to 
restrain financing by companies that desired additional funds. 

So that in effect there were two factors operating: A very basic 
factor in the tendency for capacity to outrun production and also a 
restraint being exercised via the capital markets. And I would say 
that.in terms of the stability of our economy and the balance of eco- 
nomic growth, that restraint was a good thing. 

Representative Curtis. Well, now, McGraw-Hill makes estimates 
of prospective business expenditures for plant expansion. 

Mr. Sauutnier. That is correct. 

Representative Curtis. In interrogating one of their people, they 
agreed that their estimates were entirely based on large companies 
and that they were largely in the manufacturing sector. I was in- 
terested to know that their estimates on that weren’t too far off in this 
recession. There. was a continued expansion, but, we knew it was 
tapering off. 

But—and this is a subject I have observed and is more dangerous— 
I know a great many small businesses—I am talking now about good 
growth ones, not necessarily the tiny ones, now, but substantial small 
businesses—they were planning on further expansion; they depend 
upon retained earnings largely to' finance their expansion. They are 
not capable. of. floating new stock issues. They. are.the. ones that 
seemed to me that really cut back. 

And they are the ones that wanted to expand because they had not 
exceeded their productive capacity. Quite the contrary. There were 
demands for their capacity. To possibly oversimplify it but, to illu- 
strate the point: A television repair shop could use a lot more TV 
repair technicians. And one reason the cost of repairing TV’s for 
household. operators is what it is, is because of the shortage.in that 
area. And in other service areas like that, I think our common ex- 
perience shows that there is a shortage, such as plumbers and a lot of 
other technicians of that kind. 

Mr. Saupnter. That may well be,true. On the other hand, the de- 

cline in capital expenditures to which. we alluded in the Economic Re: 
port, and which was such an-important factor in the recession, was 
primarily a decline of expenditures by larger companies. 
- Representative Curtis. Well, this is a big area, though. You take 
the distributive industry, if my figure is right—I think it is about 
right—and I wish I knew what the real figure was—surely it is some- 
where—but. about 80 percent of the volume industry in distribution is 
done by what, we would call smaller concerns.and, not big concerns. 

Mr. Sautnier. Those figures would show up. in commercial con- 
struction: 

» Yet, commercial construction held up pretty well in the recession. 
Representative Curtis. Well, that is true. 
Mr. Saunier. By and large. 
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Representative Curtis. Although these smaller concerns—— 

Mr. Saunnrer. Excuse me. Industrial construction, on the other 
hand, fell off quite sharply which would reflect. the impact of recession 
on the manufacturing concerns. 

Representative Curtis. Yes. Well, my time is up. So I will just 
make two points. 

But the point is that in this area of the distribution, the distributive 
industries, and the service industries, assets and growth are not meas- 
ured in depreciable items; it is measured more in inventory and in 
accounts receivable. That is where they have to expand their capital. 
So you wouldn’t catch it in construction. 

Mr. Sautnier. Not at all, that is right. 

Representative Curtis. That is why I wonder about this. And I 
am suspicious that this was a tremendous factor in this last. recession ; 
so much so that I almost believe that a great deal of it could come 
in your second statement on peger ce paar Ee it, was—that, it. was un- 
favorable financial conditions that cut back on the economic growth 
more than it. was—more than this other factor that there was an over- 
expansion in certain areas. 

he Cuarrman, Senator Williams. 

Senator Witt1ams. Mr. Chairman, I ee the opportunit 
be here as;an observer. We haven’t officially set up our abide 
And I don’t know whether I or who will be the member. I wo 
ask just a couple of questions in connection with Congressman Curtis’ 
questions here on this industrial construction cutback in 1957. 

. Do you think that was attributed, primarily to interest, rates,and 
the cost.of:interest? Or do you think thatthe fact that—I'think that 
was about the same time that Congress eliminated the so-called rapid 
depreciation of 5-year amortization certificates—do you not think that 
that had something to do with it ? 

Mr. Sauunrer. Yes, I think that the accelerated. amortization cer- 
tificates had a good deal to do with the rapid incrase—— . 

Senator Witr1aMs. In 1956-57. 

Mr. Sauunter. They were granted, of course, in) connection with 
facilities for which there was a national security need. 

And.as that need was met, fewer of those certificates were granted. 

This was a stimulating factor. And there is a moral to be drawn 
from this, namely,, that.a stimulus can be.given to:investment:and to 
economic growth by a. liberalization of depreciation regulations. 

Senator Wiuu1ams. My question was “Do you not think that. the’ 
rate of depreciation which was allowed had.as much. effect upon the 
plans of these companies as did the interest rates?” , 

Mr. Sautnier., Well, of course, the interest rate factor worked more 
broadly. I would hesitate to assign primacy to one or the other, as a 
factor. I really wouldn’t know how todo it. 

While I feel. that the interest rate. was a factor, I. do also. feel 
that there was a tendency during this period to get just.a bit ahead of 
ourselves in terms of capacity relative to production. 

Senator Witi1aMs. Do you think that a part of the depth of the 
recession last; year resulted from overexpansion in prior years which 
was encouraged by Congress perhaps carrying this 5-year amortization 
period alittle too long? 
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Mr. Sautnrer. A number of factors associated with our national 
security programs had an influence in promoting expansion in 1955, 
1956, snd. to a lesser degree, in 1957. ere was iling. Let us 
remember that the U.S. Government was going into the market and 


buying hundreds of millions of dollars worth of all kinds of materials 


in 1954, in 1955, and in 1956. 


Now, we find ourselves in most of these cases with perfectly ample 
stocks. Indeed, for many materials our stocks are far more than 


any reasonable judgment of what is necessary for security pu ' 

Acdnlerated fneptiva tiie was another factor. But see ‘Ching 
have tended to diminish. 

Senator Wii1aMs. Do you think one of meee eer for higher 
interest is that it could be used as a check for inflation ? 

Mr. Savutnter. No question about that. 

Senator Wiiu1ams. You think it is? : . 

Mr. Savutnrer. No question about that, sir. The interest rate i 
after all, a market price determined by the Sains of the dem 
for credit and capital on the one hand and its supply on the other hand. 
During an expansion period that demand ‘increases sharp! 
fe outrun the supply of savings; and the interest rate will reflect that 

act. 

Senator Wi11ams. Do re think from the standpoint of the Gov- 
ernment’s program to check inflation it would be better to get a larger 
percentage of our debt in the hands of the public than in the banks? 

Mr. Savtnter. It would be a substantial advantage to have a larger 
proportion in the hands of the public. That would mean, Senator, 
that a Smaller part of the debt would come due year in and year out; 
and it would make the management of our very large public debt a 
simpler operation. What is particularly important, it would make 
debt management operations interfere less with monetary policy. 

Senator Wit1aMs. I am in agreement with that reasoning but I am 
wondering how we can reconcile that with the fact that that proportion 
of our debt which is more or less offered’ to the public, the series E 
bonds, are offered to the public at a lower interest rate than is being 
offered at the banks today. 

Is that not the cheapest form of borrowing that we are insisting upon 
right at this time? 

r. Sautyrer. We must include, of course, in the debt that is offered 
to the public not just the series E bonds and the other savings bonds, 
but all of the longer term issues—— 

Senator Wiis. I agree with you. 

Mr. Saunier (continuing). That go to insurance companies to 
which Senator O’Mahoney was referring, and to savings banks and 
so on. 

Senator Wmu14Ms. I agree with you. z 

Mr. Savutnter. And they carry rates which, as has been pointed out, 
one attempts to put at the market. 

Senator Wiu1aMs. I agree with you to a point. But series E, we 
put emphasis upon the fact that they are the workingman’s bonds. 
And this workingman’s bond is the lowest interest rate bond that we 
have on the market today. 

Is that not true? For the period of time in which it is supposed to 
run, that is? 

Mr. Savutnier. The yield to maturity would be below the yield —— 
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Senator Wii114Ms. On the 4 percent that was sold the other day. 

Mr. Sautnier. That is correct. 

Senator Witu14Ms. Is that not a contradictory program ? 

Mr. Savuunrer. I expect that if there were a higher rate at this 
time on the series E bond, you might get larger sales of them. But 
remember, Senator, that these bonds have a feature which the other 
bonds do not have. That is, they have a fixed value in dollars for 
the holder of the bond at any time during its life. 

On the other hand, the fellow who buys the free market bond has 
to take his chances on price. And some of them, I believe, got a 
short course of instruction on this matter during the last summer. 

Senator Witt1aMs. That istrue. But when we first developed the 

lans for the E ee os were offered on the basis that they would 
a higher yielding - oe to the wage earner, with a limitation on 
the amount he could hold. 

We have reversed that policy recently ; is that not true? 

Mr. Sautnrer. Well, let us say events have reversed it. 

Senator Wutiams. That is right. 

The Cuamman. Mr. Saulnier, Congressman Reuss expressed his 
concern earlier about the continuing high volume of unemployment, 
which is a concern which I also share. But I would like to address 
your attention and the attention of the group, if I may, to what seems 
to many of us to be an inadequate rate of growth in economy in recent 
years. And as a basis for discussion, I would like to bring forward 
the indexes of industrial production in the figures on gross national 
product and capital. On page 16 of the Economic Indicators, the 
index of industrial production composed of manufacturing and 


minerals is given showing an index of 134 for 1953; and an index of 
142 for December 1958. Or an increase of 8 points and 6 percent 
during the 5 years. 

On page 155 of the report, the population figures are given for this 
period: 159.6 million in 1953, an average of 174.1 million in 1958. 
There is a higher at the end of the ow But I will take simply 


the year totals. at is an increase of 14.5 million, or an increase 
of 9 percent in population as compared to an increase of 6 percent 
aoe production, indicating an actual decrease in physical 
production in manufacturing and minerals. 

Mr. Sauunier. Per baby 

The Cuarrman. No; per capita. Now, in addition to that, I have 
asked the staff to prepare on gross national product per capita 
in 1958 dollars. And they have submitted the following table which 
we believe to be approximately accurate, although it may be that a 
figure here and there at the end is not correct to the final dollar. 

(The table referred to follows :) 


Gross national product per capita in 1958 prices, 1946-58 


[In dollars, 1958 prices] 
GNP per er GNP per 
Year—Continued capita 
1956 


2, 318 
Source: U.S. Department of Commerce. 
36379—59——-3 
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The CHarrmMan. 1946 gross national product per capita in 1958 dol- 
lars, $2,208; 1948, $2,208, no increase in that period; 1950, $2,318; 
1952, $2,505. Or an increase in those 4 years or 6 years of almost pre. 
cisely $300 per capita or something like 13 percent. 

On the other hand if we take the terminal figure of 1958, we havea 
figure of $2,508. Or just approximately the same as in 1952, or of 
no growth in 1958 as compared to 1952. And if you were to go back 
to 1957 the increase there over 1952 would be $130 or about 5 percent, 
indicating a slowing up of the rate of growth. 

Now granting the stability of the price level is important, it also 
seems to me that the rate of growth is important. And I am com 
cerned about the slowing down of the rate of growth. And I wonder 
if you are concerned about it ? 

Mr. Sauuntmr. I would indeed, be-concerned about it. 

The CHarrman. Are you concerned about it or would you be con- 
cerned about it ? 

Mr. Savutnter. I would like to see a higher rate of growth, consist-E 
ent with the other objectives which I think we have to take account of, 

The Cuarrman. Do you have any suggestions for raising the rate of 
growth ¢ . 

Mr. Saunnrer. We have put forward, Senator, in the Economic Re 
port a program to promote economic growth and price stability.’ And 
I believe, sir, that it would. 

The CuArrman. What are the specific features in this program 
that you say can combine these objectives ? 

. Sautnter. The specific features are, first, the financial pl 
which had: been put forward by the administration for the Ascal 
year 1960. As you know, this plan contemplates a balance of expendi 
tures and receipts, 

If that plan is adhered to we can look forward to some reform of 
our tax structure, and some reduction in our taxes. I would expect 
this to be a powerful factor making for economic growth. 

Furthermore, adherence to this financial plan would have a stimu- 
lating effect through our economy at the psychological level. 

Other proposals have also been made, but by and large our growth 
can be promoted by Government at this time through the proper 
management of our financial affairs. 

We are in a good recovery right now, and I expect under appro- 
priate policies that recovery can be carried forward through 1959. 
And in my judgment, 1960 can be a substantially better year than 
1959. 

The Cuatmrman. Mr. Saulnier, do I understand that the first feature 


of economic growth, the first necessary feature of economic growth, 
you regard as price stability ? 
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Mr. Savctnter. I don’t understand your question, Senator. 

The Cuarrman. On page 67 of the Economic Report you say: 

Measures to promote economic growth with price stability. (A) Amends the 
Employment Act of 1946 to make price stability an explicit goal of Federal 
economic policy. 

The CuamrMan. Since that is listed first, I assume that you regard 
that as the most important element of economic growth. 

Mr. Sauunter. Well, I think that would be an entirely inadmissible 
assumption, Senator. 

The Cuarrman. I thought you had been emphasizing price stability 
as necessary for economic growth or was it a balanced budget that you 
emphasized as necessary for economic growth ? 

Mr. Savuunrer. In my judgment, at this time a balanced budget 
would be a powerful factor aiding economic growth. 

The CHarrman. You have an item “I” on page 67. “Enact a long- 
range program to conserve helium gas.” 

I wonder if you regard this as of major importance? 

Mr. Saunier. No, sir. 

The Cuatrman. I was somewhat struck with that recommendation 
as a measure to promote growth. 

Mr. Savuunter. It happens to be a matter of some consequence in 
the newer metallurgical processes: And I would not disparage it as 
an important thing for the Congress to do. On the other hand, 
Senator, our growth will not rest on the action of the Congress with 
respect to helium gas. 

The Cuarrman. I am delighted to learn that. I thought that was 
probably too gaseous. And you would not have a condensation of 
the gases to create heavenly bodies. 

Mr. Sauunter. Not at all. 

The Cuarman. I am a little disappointed, Mr. Saulnier, I must 
confess, on your treatment of this subject of growth. I believe in 
os stability. I think the central problem of our times, however, is 

1ow to combine price stability and growth. 

Mr. Sautnter. I agree. 

The Cuatrman. And certainly it is true, I believe, that our rate of 
growth in the last 6 years has been unsatisfactory, unsatisfactory in 
terms of our past, and from tables which our staff have prepared and 
which I will now ask to have inserted in the record, unsatisfactory as 
compared to other countries in the Western Alliance. I am not speak- 
ing of Soviet Russia at the moment at all. This is a table which the 
staff has drawn from the OEEC showing the growth rates of the 

Tnited States in 1953-57 of seven-tenths, 0.7 of 1 percent as contrasted 
with the growth rate in France of 4.7 percent; West Germany of 6.4 
percent; Italy 4.9 percent; Netherlands 4.2 percent; Sweden 3.5 per- 
cent; Switzerland 4.8 percent; and even of the United Kingdom, 
which has been going forward very slowly, of 2.2 percent. 

(See also p. 284.) 
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(The material referred to follows: ) 


EcoNoMio GrowTH COMPARISONS, OEKEC CoUNTRIES AND THE UNITED STATES 
Taste 1.—Rates of growth of real gross national product, 1948-57 


[Percent] 


Country 1948-50 | 1950-53 | 1948-57 | 1948-57 
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1 Not available. 
2 1950-57. 
3 1953-56. 
4 1048-56. 


See footnote *, p. 28. 
Source: Organization for European Economic Cooperation. 


Taste 1A.—Rates of growth of per capita real gross national product, 1948-57 


[Percent] 


Country 
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1 Not available. 
2 1950-57. 


3 1953-56. 
4 1948-56. 


See footnote *, p. 28. 
Source: Organization for European Cooperation, 


Tas_e 2—Reates of growth of industrial production, 1948-57 
[Percent] 


Country 1948-50 | 1950-53 | 1953-57 | 1948-57 
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Source: Organization for European Economic Cooperation. 
See footnote *, p. 28. 
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TanLe 8.—Rates of growth of real a domestic fiwed capital formation, 
1948-57 


[Percent] 


Country 1948-50 | 1950-53 | 1953-57 | 1948-57 
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United States 
1 Not availabie. 
See footnote *, p. 28. 
Source: Organization for European Economic Cooperation. 


Tasle 4.—Rates of growth of real private consumption, 1948-57 


[Percent] 
Country 1953-57 1948-57 


OEEC member countries (total) 
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1 Not available. 
2 1950-57. 


3 1953-56. 
4 1948-56. 


See footnote *, p. 28. 
Source: Organization for European Economic Cooperation. 


Taste 5.—Rates of increase of consumer prices, 1948-57 


[Percent] 
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1 1949-50. 
3 1949-57. 


See footnote *, p. 28. 
Source: Organization for European Economic Cooperation, 
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TABLE 6.—Annual average rates of unemployment, 1948-57* 


[Percent] 





—— 


Country 1948-50 | 1951-53 | 1954-57 | 1948-57 








OEEC member countries: Selected countries: 
1 


ns ao eacibpuoreaoatin 
ne a ee ace csecuseemaas 1. 
ee cde cesenneeinny 5. 





1 Applicants for work as percent of nonagricultural employment plus applicants for work. 
2 Registered unemployment as percent of total employees plus registered unemployed. 
3 Not available. 


4 Registered unemployment as percent of total employment in industry plus registered unemployment, 
5 Unemployed members of trade unions as percent of all members. 

6 Wholly unemployed as percent of estimated number of insured employees. 

7 Unemployed as percent of civilian labor force. 


Source: Organization for European Economic Cooperation and U.S. Department of Commerce. 


TABLE 7.—Real gross domestic fixed capital formation as a percent of real gross 
national product, 1948-57* 





Country | 1948-50 | 1951-53 | 1954-57 | 1948-57 
eee er renner | 16.1 16.4 | 18.4 | 17.2 
Selected countries: i | 
Ne nn ns 17.5 | 15.9 | 17.2 | 16.9 
ROSS SE ES Sy ET a Eee @) 18.9 | 21.8 20.7 
Ee ee et ta meniaieaumetbiowl 17.3 | 18.6 | 20.7 19.2 
IS SR nn a oe Re he 19.6 | 19.7 | 122.8 2 20.9 
noah re ee a 18.3 | 18.6 119.9 219.0 
IN CORED 6 ot oo accu neeceenh ue Ba fe Deo Pew | @) 
a oe 2 tenia ulmeuen 12.5 | 12.9 | 14.6 13.5 
TN i i ina. 25.0 25.2 | 25.4 25.2 
1 1954-56. 
2 1948-56. 


3 Not available. 


Source: Organization for European Economic Cooperation. 


*The above tables provide the basic information necessary for obtaining indicators of 
the development, in terms of both volume and prices of the national product and ex- 
penditure of member countries combined. In using them the limitations to which the 
data are subject should be borne in mind. First, there are a number of gaps in the origi- 
nal country statistics from which these OEEC totals were derived, especially for the earlier 
years of the period. These gaps had to be filled in by the OEEC Secretariat with esti- 
mates which in many cases may be subject to an important margin of error. ‘The esti- 
mates for change in stocks in 1938, 1947, and 1948 are particularly uncertain and should 
be regarded only as rough indicators of the probable order of magnitude. Secondly, the 
official exchange rates used to convert European currencies to dollars considerably under- 
state the relative purchasing power of these currencies, and consequently distort seriously 
the comparison of the levels of real national product and expenditure in Europe with 
those in the United States. The inadequacies of conversion by exchange rates are much 
less important, however, for the development over time of the volume and price indices 
implied in the data, since the choice of the conversion factor here only influences the rela- 
tive weights assigned to the individual countries in arriving at the average for the OEEC 
member countries. 

For a fuller discussion of the significance and limitations of the data presented in 


> 
these tables, see “Statistics of National Product. and Expenditure, No. } 1938 and 
1947-55,’ pp. 33-35. 


Source : Excerpt from p. 99, OEFEC “Statistical Bulletin No. 4,” July 1958. 


The Cuamman. It seems in comparison with our past and in com- 
parison with our allies that we have not been going forward as rap- 
idly as weshould. This, it seems, is a central problem. 

Mr. Sautnier. May I comment on that, Senator? 

The Cuarrman. Certainly. 

Mr. Saunier. First of all, the comparison of growth here with 
growth in Western Europe must recognize that in Western Europe we 
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have had recovery from a war. It is natural that under such circum- 
stances there would be a rather high rate of growth in contrast to 
growth in the United States, where we are not making up for war 
damage. 

This is not to say, Senator, that I don’t welcome the fact that eco- 
nomic growth in France and in Western Germany and in Britain has 
been at a high rate. 

The Cuairman. Of course, we all welcome that. But I would 
like to point out that these 1953-57 figures start 8 years after the 
war rebuilding finished ; so that a very considerable degree of the war 
damages was already affected. So that you are not starting from a 
devastated continent. Quite the contrary, you are starting with a 
continent that was pretty far along in 1953. 

Mr. Sautnter. Of course, Western Europe has been undergoing a 
great revival in these recent years, 

But let me point out some figures on economic growth that are also 
interesting. 


The CuHamman. Do you deny the accuracy of the figures which I 
have submitted ? 


Mr. Savuunier. No, only the interpretation that one might place 
upon them. 

Mind you, I don’t pose as an expert on OEEC figures. But I know 
enough about GNP figures to be very skeptical of them. Our own 
included. 

Yet I have no doubt but what they are broadly accurate. 

Now on this matter of economic growth in the United States: It is 
true that if you make the growth in gross national product in recent 
years the basis of comparison you will find that. we have been growing 
at a slower rate than in the immediately preceding period. 

For example, if you take the years 1952-57, our average rate of 
growth of real GNP was 2.8 percent. 

And if you take the years 1947-52, you will find that the rate was a 
good bit higher. It was 4.7 percent, according to my calculations; 4.7 
percent is the average annual rate of increase which, if compounded, 
would bring you from the 1947 figure to the 1952 figure. 

Now, that is the common and most usual basis for the measurement 
of growth. 

ow, suppose you ask how has our civilian economy has grown? 

The CHatrMANn. Pardon me. Were your figures total figures or per 
capita figures ? 

Mr. Sauxnter. Total ; 

Yes, my reference to babies earlier, Senator, was pursuant to call 
attention to the fact that we have had quite a baby boom of late. And 
you have to take account of this in calculating per capita figures. 

Also the increasing number of older people. 

Now, if you take just that piece of national product which is directed 
to consumption by individuals; namely, personal consumption ex- 
penditures, and add residential housing, what do we find ? 

Let me interpolate by saying that, as I understand an economy, its 
ultimate purpose is to produce more consumer goods. This is the 
goal. This is the object of everything that we are working at: to 
produce things for consumers. 

Senator O’Manoney. But we must have corisumers who can buy. 

Mr. Sautnrer. Well, let’s look at the record, Senator. 
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From 1947 to 1952 the annual rate of increase of the consumption 
sector of our economy was 2.9 percent. 

From 1952 to 1957, it was3.8 percent. | 

Now this is an interesting and important difference. In other 
words, if you take total GNP, you find that. growth in recent years 
has la. - But if you look at consumption—the thing which, as I 
say, I regard conlt as being commissioned to maximize—you find 
that we are doing better. 

Let’s make another interesting comparison. You may ask how our 
economy is behaving as regards the production of things which will 
make it possible to produce more consumer goods in the future}; 
namely, business plant and equipment expenditures. 

These are very simple figures. I don’t want to make too much out 
ofthem. But I think they aresu ive. 

The Cuarman. What page is this found on? 

Mr. Savuunter. They are calculations that can be made from any 
GNP figure. Iam using GNP in 1958 prices. 

Now, if you take business fixed investment—that is, fixed investment 
expenditures, excluding residential construction—the annual rate of 
increase from 1947 to 1952 is 1.8 percent. Not a very high rate. 

On the other hand, the average rate of increase between 1952. and 
1957 was 3.2 percent. Now, let’s just go one step further and examine 
economic growth in terms of the aggregate of consumptive goods, busi- 
ness fixed investment, and nondefense governmental expenditures. 
How do we compare on this basis? This is what you might call the 
peacetime economy. Between 1947 and 1952, its average rate of 
growth was 3 percent. Not a bad rate. But between 1952 and 1957, 
it was 3.7 percent. 

The Cuatrman. And 1958 is a recession year. 

Mr. Savunter. And let me point out, sir, that we are already back 
to the 1957 rate and headed up. 

And I expect that in 1959 and in 1960 we will continue to grow at 


good rates. 

ein all, I think it is a rather good record. In fact,.a very good 
record. 

The Cuamman. My time is up, Mr. Saulnier. I don’t want to shut 
you off. But I think some of the others have questions. 

Senator O’Manoney. I think I ought to congratulate you, Mr. 
Saulnier, on some of the recommendations: 


The Congress is urged to act favorably on five proposals as follows— 
= not sure that I agree with all of them, but with some of them 
Oo 


To authorize Federal regulation of the merger of banking institutions, accom- 
plished throughout the acquisition of assets. 


I think that is a very good recommendation. 


The merger of the big banks and the big companies in this country which has 
been a marked characteristic of recent years is adverse, in my judgment, to the 
development of new enterprise and competitive enterprise. 


And I am happy to see this general recommendation in your recom- 
mendations. 
Mr. Savinter. This would put on an equality of treatment mergers 


effected through acquisition of assets and those effected through acqui- 
sition of stock. 
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Senator O’Manoney. Then the next recommendation as I see it 
here : 

To require notification to the antitrust agencies when firms of significant size 
that are engaged in interstate commerce propose to merge. 

Well I have already introduced a bill to do that, Mr. Saulnier. So 
naturally I feel pleasant about this recommendation in here. 

To grant the Attorney General power to issue civil investigative demands under 
which the necessary facts may be elicited when civil procedures are contemplated 
in antitrust cases. 

That is a new one to me. And I think I can assure you that the 
Judiciary Committees of both Houses will be interested in going into 
that. 

Mr. Saunier. May I say with reference to that, Senator, that it 
is not a new proposal. I think it is a good one. It would make it 
possible where no criminal proceedings are contemplated to avoid 
going through a grand jury proceeding in order to obtain the kind 
of information that is necessary to pursue a civil action. 

Senator O’Manonery. Well, I strongly advocate that sort of pro- 
cedure. I have long been of the, opinion that punitive policies are 
not desirable because they create distrust between Government and 
industry. And the more cooperation we can get and the more pro- 
cedure we can get on the civil side, the better it will be. 

I have introduced a bill which I hope you will have an opportunity 
to examine. I think it is S. 215, to. require certain corporations in 
which more than 50 percent of individual commodities are produced 

less than 8 corporations to file with the Government a 30-day notice 
of intent to raise prices. ; 

I think by throwing the floodlight of public examination on the rea- 
sons for a price increase, we might deter those increases. And since 
we are both interested in fighting inflation and price stability I will 
send you a copy of that bill. 

In addition to that you say— 


to make cease and desist orders issued by the Federal Trade Commission for vio- 
lations of the Clayton Act final unless it be in the courts. 

T applaud that. 

Senator Sparkman, a member of this committee, and chairman of 
the Small Business Committee, has introduced that bill again, or is 
about to. And I am cosponsor of it. 

Then the fifth: 

To authorize the Federal Trade Commission to seek preliminary injunctions in 
merger cases where a violation of law is likely. 

I think that could be broadened to go beyond the cases where a vio- 
lation of law is likely. I think that there are economic reasons which 
should prevent mergers, 

Mr, Sauter. Apart from a violation of the law. 

Senator O’Manoney. Yes; apart from a violation of the law. 

But.the suggestion is one of preventative action. And I feel very 
much satisfied that you are proceeding along that line. But some of 
these other suggestions that I find here raise questions. 

You say on page 49: 

The expenditures estimated for fiscal 1950 are 3.9 billion less than those esti- 
mated for the present fiscal year. A few items,account for most of the differ- 
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ence. First an important part is accounted for by a nonrecurring expenditure 
of about 1.4 billion for the increased quota of the United States in the inter 
national monetary fund which is recommendde for the fiscal year 1959. 
















Now, the budget discloses that although Congress last year author- me 
ized $625 million for the development loan fund, it appropriated only br 
$400 million. a au 

Under Secretary of State Dillon in a speech made on the Pacifi¢ bu 
coast earlier in the year—that is, in 1958—urged that that amount ; 
should be raised to $1 billion. De ti 

The President’s budget didn’t go that far. But it includes the ree- ~ 
ommendation of $225 million for fiscal 1959 and $700 milion for fiscal in 
1960, making a total of $925 million for the development loan fund. Pp 

To my mind, one of the undesirable aspects of that development loan 
fund program is that no reports are made on the projects which are e 
undertaken until the end of the year in the President’s report. When S] 
Congress authorized the development loan fund first, it required a re- 
port on each transaction. The State Department persuaded the For- te 






eign Relations Committees to temporize that by providing that the 
report should not be made until after the commitment was made. 

I am strong in the belief that the report should be made before the 
commitment is made. 

But in any event, the President’s budget now calls for $700 million 
for the next year. And the International Cooperative Administra- 
tion tells me that there are a tremendous number of applications 
But Congress knows nothing about them. And what strikes me about 
it all is that some of these are for the development of natural resources 
in other countries, while the program holds back the development of 
natural resources in the United States. 

My feeling is that in the present situation in this country our eco- 
nomic polity ought to be designed to promote new income in the 
United States. 

What is your feeling about that? 

Mr. Savtnter. Well, let me point out that the budgeted expendi- 
tures for natura] resources for the fiscal year 1960 are $1,710 million. 

Senator O’Manonery. That is correct; 2.2 percent of the total out- 
lay, as compared with 10.5 percent for interest on the national]. debt. 

Mr. Saunier. Furthermore, this high level of expenditures is sus- 
tained in 1959 and 1960. And it is substantially above earlier rates of 
spending on national resource development. 

Senator O’Manoney. What I am pointing out to you, sir, is that 
the President’s budget specifically declares that no new starts are to 
be made in 1960. Now, that is a declaration, it seems, of abandoning 
the development of our natural resources. 

Mr. Sautnter. I wouldn’t say it is that at all, sir. The budget spe- 
cifically provides for increased expenditures. Let us take water re- 
sources, and let me refer you to page 973 of the budget. 

I am talking here, Senator, about the actual expenditures of the 
U.S. Government. 

, Senator O’Manonry. I am talking about the program for the 
uture. 


Mr. Savutnier. These actual expenditures measure our activity year 
in and year out. 
In the year 1958, fiscal 1958, those expenditures were $936.6 million. 
In 1959—and this is an estimate of course—$973.8 million. 
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Estimated for 1960, $1,031.6 million. 

Now, this is an increasing level of activity. 

Senator O’Manonry. I know, Mr. Saulnier. But take the develop- 
ment of the Upper Colorado River Basin, for example, that was 
brought about finally by the insistence of Congress to get the project 
authorized. But now we are confronted by a declaration in the 
budget that you are going to stop this development. 

I point out to you—and you can get the evidence from the Reclama- 
tion Service, you can get the information from the Corps of Engi- 
neers—that the waters of the United States are continuing to waste 
into the ocean while Soviet Russia is Sens in a high-pressure cam- 
paign to conserve its Wena oe to expand its waterpower. 

Mr. Saunier. Senator, I shall not pretend to be an expert on water 
engineering or water resources. All Seam say is that we are actually 
spending more, year after year, on this activity. 

Senator O’Manoney. I am sorry, Mr. Saulnier. I am called to the 
telephone. 

I shall write you a letter. 

Mr. Savutnier. That will continue what is; for me, sir, a pleasant 
correspondence. 

Senator O’Manonery. Thank you. 

The CHairman. I was going to say, without wishing to curtail 
other members of the committee that I think we could spare the wit- 
ness somewhat if we could take not more than 5 minutes. 

Representative Curtis. I wanted to compliment Dr. Saulnier on 
his answers to Senator Douglas’ inquiry. I would like to point out 
two things. One is to note that comparisons with 1952 should recog- 
nize that we were then in a war. And gross national product, of 
course, measures our activity. And I think there is another eco- 
nomic factor that is very significant. That is our capacity, of course. 
And in wartime we do tend to utilize more capacity than otherwise. 

So that it is unfortunate to take a breaking point of 1952 which 
was a war year in comparing others. But I think these other factors 
that were brought out brought that out in another way. I mention 
that for your comment. 

Mr. Sautnter. I have tried to pick some periods for comparison 
that are entirely fair. I am interested only in elucidating a point 
concerning the growth of our economy. 

I think it is an interesting point that the private economy grew 
more rapidly in the years 1952-57 than in the years 1947-52. 

Representative Curtis. Yes. 

One other point that I think should be stressed in regard to the 
wth in Western Europe: Economically a great deal of that can 
attributed to our owneconomy. Certainly much of the capital for- 

mation over there came about because of the transfers and aid from 
our economy. Perhaps to-make a fair comparison we ought to get 
some credit in the economic figures for some of that growth abroad. 
I don’t know how we would measure it, but on the other hand I think 
it is a pertinent thing to keep in mind. Wouldn’t you say that, Dr. 
Saulnier ? 

Mr. Sautnter. It is a pertinent matter to observe. And we have 
benefited, too, by the strengthening of our allies. I have nothing but 
the greatest pleasure in the fact that they have grown so rapidly. 
Iam sure we all feel that way about it. 
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Representative Curtis. On page 11, you have some charts.on the 
manufacturing capacity whic think show that it increased: by 
about one-fourth between 1953 and 1957 and while production was in- 
creasing only about 7 percent. This is in line with what I was talk- 
ing about before. As a matter of fact most of that 7 percent increase 
in production was realized by the end of the third quarter of 1955, 

ow, on page 20 of the report, I am going to read this statement, 
the first paragraph at the top of the page. 

Third, substantial increases in costs in recent years have influenced prices, 
large additions to productivity capacity in the replacement of this period of 
facilities originally acquired when prices were lower have caused capital costs 
to mount sharply. The rapidly enlarging complement of professional and 
technical personnel has also added to cost, though inevitably the full bene 
ficial effects of these larger staffs will be realized only over an extended period 
of time. Since commensurate gains in output have not occurred, these increases 
in costs have resulted in higher expenses per unit of output produced. 


Now, what factors in your judgment were responsible for the limited 
increase in production while capacity continued to expand ? 

I had already commented on that. But I wonder if you would 
comment further. 

Mr. Savutnter. That is, of course, a very difficult question—why 
there wasn’t a larger increase—— 

Representative Curtis. Well, Doctor, rather than answer this now, 
and for the sake of time, there are a series of questions based on that 
that I will ask and then turn it over to you. And then if you will 


nd. 
One is, what factors were responsible for the limited increase in 
production while capacity continued to expand ? 
Second, were restrictive monetary and fiscal policies major factors 
in limiting increase in output ? 
If output had increased more rapidly, wouldn’t unit production 
costs have been lower ? 


And then finally: Isn’t it likely that by persisting in restrainin, 
demand in 1956-57, restrictive public policies in fact sacrificed gro 


in product without significantly limiting inflationary price develop- 
ments { 


I don’t agree with any implications in that last question. 
Mr. Saunier. I will be — to prepare responses for you. 
(The material referred to follows:) 


THE CHAIRMAN OF THE COUNCIL OF ECONOMIC ADVISERS, 


Washington, D. C., February 18, 1959. 
Hon. THomaS B. CurTIS, 


House of Representatives, 
Washington, D.C. 


Dear Tom: I am setting down in this letter the thoughts that have occurred 
to me and to my associates on the Council of Econémic Advisers in connection 
with the questions you posed at the recent hearings of the Joint Bconomi¢ 
Committee. , 

First, you ask what factors were responsible for the limited increase in pro- 
duction (I assume that you refer to manufacturing output) between 1953 and 
1957, despite a considerable expansion of capacity during these years. 

In this connection it is well to bear in mind, first, that capital expansion 
tends, in a free economy, to proceed at an uneven pace. While I should prefer 
to have it otherwise, and public policy may be properly directed to making it 
otherwise, the fact is that in our economy we tend to expand physical plant and 
facilities in a pulse-like fashion, not at an even rate. The years 1956-57 wit- 
nessed a rapid growth of capacity in many lines; we are now in a period, per- 
haps approaching its end, when capacity is being expanded at a much lower 
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rate. One of the consequences of this uneven rate of capital expenditures is a 
disparity, from time to time, between statistical estimates of capacity and of 
output. 

Second, we must not forget that available indexes of manufacturing capacity 
and industrial output measure aggregates of different composition. Further- 
more, there is room for considerable variation, within aggregate manufacturing 
capacity, in the relation between capacity and output in particular lines of 
industry. We must be mindful also of further shortcomings of conventional 
measures of capacity. For example, capital equipment and plants remain on 
the books of business concerns as available standby capacity a considerable 
time after they cease to be maintained in optimum working order. Such facili- 
ties would be usable only at relatively high costs, and will eventually be retired 
because of the greater efficiency of newer plants.' Nevertheless, economic sta- 
tistics continue to reflect this secondary capacity, without regard to the extent 
of its utilization. 

Finally, the disparities that are apparent in conventional measures of output 
and capacity are affected by shifts in demand, in which the years 1953-57 
abounded. For example, the fact that the demand for new housing, for automo 
biles, and for certain other consumer durable goods declined after 1955, at a 
time when overall capital expansion and modernization was still advancing, 
accounts for a good part of the disparity suggested by the statistics. 

This is not to say, however, that the disparity between capacity and output 
that developed in the period 1953-57 was inevitable, or that a large amount of 
excess industrial capacity must necessarily be a feature of our economy in the 
years ahead. I believe we would have been better off if we had avoided the 
price increases that occurred in part of this period, notably in the heavy indus- 
tries and in those producing automobiles and other consumer durables. In my 
judgment, these price increases were a major factor in limiting demand, and 
thereby restraining output. 

You also ask whether restrictive monetary and fiscal policies were major fea- 
tors in limiting increases in output in 1953-57. In my opinion, the record of 
monetary and fiscal policy in these years is a good one. At times, a restrictive 
policy was needed. Indeed, if production in some of our consumer durable 
goods industries had increased less rapidly in 1955, and if capital expansion 
had been more moderate in 1956, economic growth might well have been better 
maintained after 1957. Of course, the growth rate of real ouput would have 
been less than the actual rate of the years before the 1957-58 recession, but 
we might have had an even milder recession than we had and the growth 
rate might have been better sustained. To the extent that monetary and 
fiscal policy tended to be restrictive at some points in this period, it was help- 
ing to achieve a better rate of long-term growth. I hesitate to contemplate 
what the consequences would have been if financial policies prohibiting still 
higher purchases of consumer durables and higher rates of capacity expansion 
had been followed in these years. 

Your third question can be answered very briefly. Other things being 
equal, if output had increased more rapidly, unit production costs would have 
been lower than they turned out to be. The important question for public 
policy is how to achieve the high (and sustainable rate) rate of outpat 
that will give us the benefits of low unit production costs. I think we can 
best accomplish this result under the economic program put forward by the 
President in the Economic Report of January 1959. 

With respeet to your fourth question, it is my judgment that the monetary 
and fiscal policies followed in 1956 and 1957 did limit inflationary price develop- 
ments, and helped maintain our record of long-term economic growth by helping 
to prevent a more severe economic recession than actually occurred. Repeating 
what I said above in other words, had we followed an easier money policy and 
disregarded considerations of fiscal prudence we would almost certainly have 
had more inflation in this period, a more drastic recession in 1957-58 (with 
greater disparities between capacity and output), and a lower rate of overall 
economic growth. 

As ever, with warm regards. 


The Cuatrman. Mr. Reuss. 
Representative Reuss. Mr. Sauliner, as I have indicated, I am dis- 
turbed and less than satisfied by the fact that 6-plus percent of our 


RAYMOND J. SAULNIER. 
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working force is unemployed and that something around a quarter of : 
our manufacturing capacity is not being utilized. B® Pa 
I note that the Economic Report is silent about monetary and credit + nt 
licies for the upcoming year. I would like to ask this question— we 
What are the assumptions of the Council of Economic Advisers about th 
the necessary growth in the monetary supply for the upcoming year af the 
in order to carry out the goals of the Employment Act? : ¢ Mr 
Mr. Savutnrer. There are no specific assumptions in the Economic ic 
Report with respect to the growth of the money supply. s . 
Representative Reuss. ave there are none in the report. My § 
question is, What do you think we should have? be 
Mr. Savtnter. In recent months we have had both a contraction in § P* (A 
money supply and an expansion. In the second half of 1957 we had Se 
some contraction of the money supply. Defining money supply as f P 
demand deposits, plus currency. Then, beginning early in 1958 we § >, + 
had a very rapid expansion of the money supply. It not only made § ¢nai 
up for the decline that took place in the last 6 months of 1957, but i 
went beyond that. DE 
And there was an increase over the period as a whole. nomi 
If you take from July 1957 to July 1958, you will find a small in- -—_ 
crease in money supply. Approximately $1,600 million. That is a § testi 
bit over 1 percent. that 
But if you go from December 1957 to December 1958, you finda § o 
much sharper increase: A bit over $5 billion, which is about a 3- of : 
percent or about a 4-percent increase. stan 
Now that is a very sharp increase. I would not expect that to be § infil: 
sustained over any period of time. a 
Representative Reuss. When you say “expect,” do you mean de- § ing 
sired and think proper ? cier 
Mr. Saunier. Yes. sta 
Representative Reuss. On the order of what percentage increase for _ 
the year 1959? oli 
Mr. Savutnter. Well, 2 percent is pretty close to the historical rate. ant 
Representative Reuss. And this is what you would think desirable? in « 
Mr. Saunier. Over our history that has been roughly adequate as 
an expansion of the circulating medium. the 
Let me say, Congressman Reuss, that there are some conceptual 
problems here that are very difficult, that is, in the definition of 
“money supply.” = 
Representative Reuss. But you mean demand deposits plus int 
currency ¢ 
Mr. Sauunter. That is correct. of 
Representative Reuss. Thank you, Mr. Chairman. (I 
Mr. Sautnrer. May I say this: We have not said anything in the ” 
Pore Report, of course, about what we think money policy ought ce 
to be. as 
Representative Reuss. Yes. I think you should, as you know, but 4 
youdisagree. We won’t talk about that. 4 
Mr. Savuunter. I do disagree. And you know my reasons for it. If 
I were a private citizen, I would have lots of views to express on 
money policy. But as a Government official, I think it would be a fi 






wrong thing for me to do. 
Representative Reuss. AsI say, we disagree. 
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The Cuatrman. If there are no further questions we thank you 
gentlemen for appearing. 

I am going to request to have inserted in the record at appropriate 

ints, statistics of various rates of growth. 

I will ask the minority if they will be willing to check these figures 
as they are entered and if jointly approved they will be made a part 
of the record. 

Mr. Curtis. We have no objection to the inclusion of any figures 
which the chairman wishes. This type of figure is, however, subject 


to a great deal of conceptual and statistical problems and I would 
want to reserve the right to study them pretty thoroughly before ap- 
proving them or drawing any implications from them. 


(At the request of Congressman Bolling the following is made a 
part of the record :) 


FEBRUARY 2, 1959. 
Dr. RAYMOND J. SAULNIER, 


Chairman, Council of Economic Advisers, Executive Office Building, Washing- 
ton, D.C. 


DeAR Dr. SAULNIER: At the time of your appearance before the Joint Eco- 
nomics Committee, last Tuesday, January 27, I was, to my regret, unavoidably 
absent from the city. Since my return I have read the committee record with in- 
terest. I am now writing to request you to submit answers, supplementing your 
testimony, to a few questions that I would have raised had I been present and 
that do not appear to have been dealt with either in your prepared statement 
or in the questioning that followed. 

On page 48, the Economic Report states that “a persistent upward movement 
of prices would do great harm to our economy.” We must, of course, be con- 
stantly on guard against the economic and social damage that can result from 
inflation—and seek both to prevent inflation and to remedy such damage as 
may be suffered. It is necessary, however, to weigh the cost of vigorous anti- 
inflation policies and measures in terms of underemployment of our resources 
and limitation on our economic growth. If these considerations were not suffi- 
ciently pressing, the challenge offered us by the Soviet Union should be a con- 
stant reminder that we neglect them only at our grave national peril. With 
this in mind, I draw your attention to the fact that the statistical record shows 
that in the 25 years since 1933 prices have increased (as indicated by the im- 
plicit deflators of the ONP, p. 144 of the Economic Report) an all but 3 years, 


and that in the 13 years since the end of World War II prices have increased 
in every year but one. 


My questions are these: 

Has this “persistent upward movement of prices” actually done great harm to 
the economy? 

If so, in what respect? 

During this long period, the upward price movement has both accelerated 
and slowed down. Therefore I also ask: 

Is there any reason to assume that a mild acceleration will necessarily turn 
into a rapid one? 

Finally, let me ask you to appraise the relative importance to economic growth 
of price stability, on the one hand, and of minimum unemployment, on the other. 
(In this connection you may be interested in today’s statement by Prof. 
Robert Bisner, copy of which I enclose.) 

Because I was unable also to be present when Mr, Stans testified before the 
committee, I am writing to him today, raising questions that I would have 
asked him had I been at the hearing. A copy of my letter to him.is enclosed. 
If there is any comment you are in position to make on the issues raised by the 
questions I have asked. him, please include it in your response to the foregoing. 

Sincerely yours, 
RiIcHARD BOLLING. 


P.S.—After dictating the above, I have read the editorial in Business Week 
for January 31. I suggest accordingly that in your reply you keep in mind also 


Professor Hansen’s comparisons of recent price movements with those dating 
from as far back as 1897. R.B. 
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THE CHAIRMAN OF THE 
CoUNCIL OF ECONOMIC ADVISERS, 
Washington, February 18, 1959. 


Hon. RicHarp BoLtine, 
House of Representatives, 
Washington, D.C. 


Dear Mr. Botting: This letter is in response to yours of February 2, 1959, in 
which you asked for my views on several questions having to do with inflation. 

First, you called my attention to the price increases that occurred in the 25 
years since 1933, and asked whether this “persistent” upward movement of 
prices actually harmed the economy. 

There can be no doubt but that it did, and particularly when we consider the 
impact of inflation on the well-being of all segments of our population, as well 
as its effect on the productive efficiency of our economy. Viewed from the wel- 
fare standpoint, the fact that stands out most clearly is that price increases in 
the last 25 years, during which the index of consumer prices rose almost 125 
percent, have deprived millions of Americans of purchasing power put aside in 
savings. Whatever else we can say for the history of these 25 years, we must 
concede that it dealt harshly with those who placed their savings in fixed-income 
assets. It was not a happy history for people who made prudent provision for 
their retirement years only. to find when they reached that time that their re 
sources were inadequate to cope with the inflated price level. Surely no one 
would want to repeat this history. 

Another example of the ill effect of inflation is to be found in the field of 
education. Inflation creates an incentive for people coming into the labor force 
to move into occupations where incomes have increased most nearly in accord- 
ance with prices. Teaching happens to be a profession in which salaries are 
not quickly adjusted to price changes. Asa result, we have created the teacher 
shortage problem that has plagued us in recent years and is only now being 
solved. Parallel problems have been created for other occupations that are 
important for the security and welfare of our country. These situations illus- 
trate some of the ways inflation damages our economy and our society. And 
the damage it does can never be fully repaired. 

Let me turn now to an aspect of your question that is suggested by the use 
of the word “persistent” in connection with the price increases of the last 25 
25 years. Actually, consumer price increases from 1933 through 1958 were more 
spasmodic than persistent. Thus, close to 75 percent of the increase in the con- 
sumer price index that occurred in this 25-year period came in the years 
1941-48 and 1950-51, all of them war, or immediate postwar, years. The price 
rise that occurred between 1956 and 1958, and which accounted for nearly half 
of the remaining inflation of the 25-year period, must be differentiated, I believe, 
from these war and immediate postwar price increases. It raises a very differ- 
ent question from those raised by the war and postwar price rises, namely, 
whether prices can be held reasonably stable in a free economy during peace- 
time while economic resources are employed at close to full capacity. 

In my judgment, increases in wages and other employee compensation have 
been a major factor making for the price increases that have occurred since 
mid-1956, and these price increases have in turn been a major factor in limiting 
real demand. But wage increases were not the only factor at work. The rapid 
expansion of capital in recent years, reaching boom proportions in 1956, added 
materially to the cost and price rise. And I would not entirely absolve Govern- 
ment from responsibility for some part of the end result. To a large extent, the 
momentum of the rise was due to the expectation that costs and prices would be 
still higher later on, and so-called escalator clauses assured the rapid spread of 
increases through the economy. As price- and cost increases were diffused 
through the economy they tended, I believe, to weaken the conditions necessary 
for sustained economic growth. If prices had been held within narrower limits. 
I believe we would have had a higher, better balanced, and more sustained 
expansion. 

The lesson to be learned from this history is clear. We can achieve a higher 
and more stable rate of economic growth in the future if we are successful in 
holding prices and costs more stable. In his most recent Economic Report, the 
President put forward a program that will help assure this result. 

In your second question you asked whether there is any reason to assume that 
a mild acceleration of price advances will necessarily turn into a rapid one. 

My answer is “Yes”: There is a good reason to assume this might happen. 
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Unquestionably the forces at work in the price system tend in that direction. 
And there is also good reason to assume that a period of accelerated price in- 
crease would lead to serious economic imbalance. In other words, I am quite 
sure that even a little bit of inflation involves dangers that no one should de- 
liberately court. 

Finally, you asked me to appraise the relative importance to economic growth 
of price stability on the one hand, and of minimum unemployment on the other. 

I am not sure I fully understand this question, but it suggests that we must 
make a choice between price stability and minimum unemployment, that we can- 
not have both, only one or the other, and that we must resign ourselves to a little 
inflation in order to have as few people unemployed as possible. 

I cannot accept this line of argument at all. I do not think you can make 
acceptance of a little inflation a basis of public policy without engendering the 
reactions that will ultimately, and shortly, cause the policy to fail. This is a 
formula for increasing, not decreasing, unemployment, if we take anything but 
a very short view of the economic process in a free competitive system. 

There is a far better formula for minimizing unemployment. It is to bring 
into useful employment all those willing and able to work by enhancing the in- 
centives which are basic to growth on a free economy. The President’s economic 
program, described in the Economic Report of January 1959, supplies the par- 
ticulars of such a program. 

As you know, I believe that the prospect for reasonable stability of consumer 
prices and for the steady and sustained growth of our economy is good in the 
foreseeable future. Much depends, of course, on the kind of public and private 
policies we follow. But success is well within our reach if along with appro- 
priate monetary and debt management policies, we follow the President’s 1960 
financial plan. This plan will bring closer to hand the possibility of construc- 
tive, incentive-increasing tax reform and reduction and thereby give a signfi- 
cant stimulus to the growth and improvement of our economy. 

With warm regards. 

Sincerely, 


RayMonpD J. SAULNIER. 
Tomorrow we will meet in room 362 of the Old House Office Build- 


ing at 10 o’clock and Mr. Stans, Director of the Bureau of the Budget 
will be there. 


Thank you very much. 
Mr. Saunier. Thank you, sir. 
Lr mexepon, at 12:15 p.m., the committee adjourned, to reconvene 


at 10 a.m., 
Building.) 


ednesday, January 28, 1959, room 362, Old House Office 
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WEDNESDAY, JANUARY 28, 1959 


ConGREss 0F THE UNITED STATES, 
Jornt Economic CoMMITTEER, 
Washington, D.C. 

The committee met at 10 a.m., pursuant to recess, in room 362, Old 
House Office Building, Hon. Paul H. Douglas (chairman) presiding. 

Present: Senators Douglas, O’Mahoney; Representatives Reuss, 
Patman, Curtis, Kilburn, and Widnall. 

Also present : Roderick H. Riley, executive director; John W. Leh- 
man, clerk. 

The Cuatrman. First, let me say that we are very glad to welcome 
Congressman Widnall, who has been officially named to this committee 
as one of the minority Members from the House. We are happy to 
have him with us. And there may be other additions to the committee. 

Today the Joint Economic Committee continues public hearings 
on the President’s Economic Report. That report is submitted each 
year at this time. And the responsibility of this committee is to ex- 
amine it to determine to what extent the Economic Report and the 
budget which is coupled with it carry out the objectives of the Em- 
ployment Act of 1946. 

There are many people who would judge the program and the 
Ecomonic Report in the budget almost exclusively in terms of whether 
it will help to prevent inflation. 

There are others who are concerned solely with AT unemploy- 
ment just as low as possible. The fact of the matter is that we must 
strive to do both. In addition we should also seek to secure maximum 
production which may reflect the growing capacity of our economy. 

It seems that this threefold nature of our economic policy objec- 
tive—namely, full employment or substantially full employment, price 
stability, and economic growth—is seriously neglected in this year’s 
Economic Report. The report tends instead to be concerned far more 
about inflation than about unemployment and the virtual stagnation 
of the level of production during the past 3 years. We have not had 
in recent years the classical type of inflation where too much money 
chases too few goods, .The fact is that we have had an excess of goods 
and a productive capacity which has not been used to the full. Fur- 
ther, we have seen large declines in farm and raw material prices. 

Thus the increase in the general level of wholesale prices and of the 
retail cost of living index has largely been in industrial prices.’ And 
we have not had a classical demand pull inflation. For some reason 
the recession that is still with us, the recession which was not even 
mentioned by that name in last year’s report, is treated as virtually 
over. No particular concern is shown for the disturbingly high volume 
of unemployment that still persists. And on page after page the theme 
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of price stability is stressed while other objectives are ignored or given 
scant attention ; yet, important as it is to prevent inflation, serious as 





































persistently rising prices can be for our economy and our social fabric, § taine 
our public economic policies must apprise a great deal more than Ti 
price stability. : more 

The objectives of the Employment Act are the promotion of maxi § nati 
mum employment, production, and purchasing power. What the act § supy 
calls for, therefore, is the simultaneous achievement of three objec- c 
tives, not just one. Employment cannot be at a maximum, cannot § us, t 
even be satisfactorily high when over 6 percent of the labor force is§ pow 
unemployed. For these 4,100,000 Americans, the recession is by no§ this 
means over. And this large number of unemployed persons includes § the. 
hundreds of thousands who are pinned down in the depressed areas of R 
the country where the percentages are a great deal higher than 6§ thes 
percent. . s10n 

Furthermore, even the figure of 4.1 million does not tell the whole § wer 
story. If we take account of the part-time and short-time work § agr 
and I refer to involuntary part-time and short-time—to which many § the: 
workers are limited by the recession, the total full-time equivalent § lu: 
of unemployment comes at least to 5.1 million, or well over 7 percent. I 
One doesn’t have to be an extremist about the prevention of unem- § dra 
ployment to be deeply disturbed both that this situation should con- § rec 
tinue to prevail and that the Economic Report. should blandly pass it per 
over. 

Ve know that production is not at a maximum when the volume § ha: 
of our gross national product stands at the same level it did at the sta 
end of 1956, despite the growth in productive capacity since that § th: 
time. Indeed, our industrial output is only now getting back up to 
the level achieved more than 3 years ago in 1955. That is why I am 3 
disturbed to read in the Economic Report that— it' 
we may justifiably take satisfaction in the increases already achieved in em- Re 
ployment, production, and incomes. th 

That is why I for one can take little satisfaction even in the fact 
- the report adds, that the “price level has been reasonably steady of e 
ate. 

We have had reasonably steady prices in recent months. All the i} 
more reason for surprise that the Economic Report places such em- t 
phasis on preventing inflation. We have not fad anything like a i 
satisfactory increase in employment or production. And there is rea- 
son to believe that we are not at maximum levels of employment and g 
etree because our prices have been geared too heavily to . 

olding down prices. And it would appear that while the major price é 





increases have been limited to the industrial price sector, the anti- 
inflation policies have been such as to deflate prices across the board, 
many of which, including farm and raw material prices, have been 
falling sharply in the period. 

There is a great deal said in the Economic Report about growth 
but little about its achievement. In economics as elsewhere, however, 
it is performance that counts, not talk. In past. years this country 
has demonstrated an ability to lift national output quarter after quar- 
er, to keep unemployment at a low percentage of the labor force, to 
maintain and improve our plant and equipment, both public and pri- 
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vate, and still to have prices that are reasonably steady. This is a 
combination of objectives that can be attained and that must be at- 
tained if the purpose of the Employment Act is to be carried out. 
That purpose, moreover, is one that in today’s divided world is far 
more serious, far more important to our national welfare and even our 
national security than the authors of the act could possibly have 


eee e 

o with these fundamental objectives, the Employment Act before 
us, the attainment of maximum employment, production, purchasing 
power and price stability, the Joint nomic Committee will hear 
this morning from Mr. Maurice H. Stans, Director of the Bureau of 
the Budget. 

Representative Curtis. Mr. Chairman, I regret that we start off 
these hearings with a statement of the chairman’s presenting conclu- 
sions before we have even held the hearings. I didn’t realize that we 
were going to have a political speech to start these hearings. I dis- 
agree with a great deal of what the gentleman has said. And I suspect 
these hearings will bring out the incorrectness, of some of the con- 
clusions he has drawn. 

But the main point I wish to stress now is that we are supposed to 
draw conclusions after the hearings and not before. I believe the 
record should show that what we cs just heard is the chairman’s 
personal views and not the views of this committee at all. 

The CHarrman. I am very glad to have the record show that. It 
has been customary in the past for the chairman to make a preliminary 
statement at the opening of the hearings. I was merely following out 
that tradition. 


Let the record show that that was my own ae statement. 


Representative Curtis. Yes. But, Mr. Chairman, I don’t believe 
it has been the custom to draw the conclusions as to what the Economic 
Report contains or doesn’t contain in that fashion, because otherwise, 
the hearings would be oy pe before they were held. 

The CuarrMan. Well, may I say that I will be very glad to have the 
gentleman from Missouri present his version on the record at any time 
on what he thinks the report contains. 

Representative Reuss. Mr. Chairman, at this point lest it be thought 
that no one shares the personal views of the chairman, I would like 
to say that I have listened to them and find that his tentative observa- 
tions are almost identical with my own. Of course all members are 
going to listen carefully to the testimony throughout the hearings 
and revise tentative conclusions as revision appears necessary. 

The Cuarrman. I may say that I think all members of the commit- 
tee are ableto read. The chairman once = an examination in read- 
ing. Hehas read the report quite carefully. 

epresentative Curtis. So have I. And I disagree with many of 
your statements and your conclusions, 

Representative Kirpurn. Mr. Chairman, as long as the gentleman 
tvean Wrisconth speaks on this, I back up Mr. Curtis on this. 

The Cuarrman. Any further testimony ? 

Representative Parman. I assume that the chairman’s conclusions 
are by reason of the fact that he has carefully read the report and 
is merely giving his opinion. 

The Cuarrman. That is right. 
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Representative Parman. His opinions—the ones that I have just 
heard and listened to—I must say that I too share. 

The Cuarman. Mr. Widnall, do you wish to speak on this matter? 

Representative WipnaLL. Mr. Chairman, I might add that I sup- 
port Mr. Curtis. But I was surprised in reading the Congressional 
Record today and seeing what was classified as “depressed areas” in 
my district when they weren’t even in my district. Somebody in- 
serted in the Record today, or yesterday, a list of a number of places 
that don’t affect my district at all. 

The Cuarrman. Well, I may say I am not responsible. 

Representative WipNnALL. I suppose the idea of it is to show there 
isn’t one place in the United States that isn’t depressed. 

The Cuarrman. May I say I am not responsible for entries made 
on the House Record. Now, Mr. Stans, we are very glad to have you 
with us. 

Mr. Stans. Thank you, Mr. Chairman. 
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Mr. Stans. Mr. Chairman and members of the committee, I know 
this committee recognizes the importance of the Nation’s economy of 
actions on the President’s budget proposals. Therefore, I welcome 
this opportunity to talk to you about the 1960. budget, and look for- 
- ward to cooperating with this and other committees of the Congress 

toward the objective of a sound fiscal policy that will help promote 
economic growth and price stability. 

In this statement, I shall discuss the expeditures of the Federal 
Government. I understand that the Secretary of the Treasury has 
been invited and will appear before you to discuss revenues and new 
revenue proposals. 

The President has made clear his conviction that the budget ex- 
penditures of the Federal Government should be in balance with 
receipts for the fiscal year 1960. The period covered by this budget— 
starting next July and ending 17 months from now—is expected to be 
one of unprecedented prosperity. Even now, with recovery not yet 
complete, personal income and gross national product have reached 
alltime highs. : 

It is the administration’s position that in a period of growing pros- 
perity, following hard on the heels of our largest peacetime deficit, 
the Government should live within its income, particularly in light 
of the present high Jevel.of general tax rates. It is the only course 
that is consistent with fiscal responsibility, 

A continuation of unbalanced budgets with a piling up of deficits, 
especially during such periods, would create inflationary pressures 
and cheapen the value of our money. Inflation, as we all know, is 


an unfair and hidden tax on personal incomes, savings, pensions, and 
insurance. 
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Of course, in reaching a balanced budget in 1960 we expect to get 
most of our help from improved receipts. On the expenditure side, 
we have provided first for national security needs and other essential 
activities while working also for the objective of a balanced budget. 

Mr. Chairman, in my statement I have a table showing the budget 
totals for the 4 fiscal years 1957 through 1960. You will note that, 
first, budget expenditures are estimated to be $3.9 billion less in 1960 
than in 1959; and, second, there is a small estimated surplus in 1960, 
which actually amounts to $70 million. 

(The table referred to follows :) 


Budget totals 
[Fiseal years—In billions] 


1957 actual 1958 actual | 1959 estimate | 1960 estimate 


Budget receipts 
Budget expenditures. -.........-.--.- bre ; 


Mr. Srans. The committee may be interested in knowing the fac- 
tors which account for the $3.9 billion decrease in the budget expendi- 
ture totals between 1959 and 1960. I would like to submit for the 
record the attached table 1 listing the major increases and decreases 
in 1960. 

(The table 1 follows:) 


TABLE 1.—Reconciliation between 1959 and 1960 budgeted expenditures 
[In millions] 


1959 expenditures (latest estimate, as shown in 1960 budget) 


1. Nonrecurring 1959 item (supplemental), International Monetary 
Fund capital contribution 


2. Terminated temporary programs: 
Acreage reserve (less increase in conservation re- 
serve) 
Augmentation of unemployment benefits_ 
Purchase of low-cost housing,mortgages by FNMA_-_ 


8. Uncontrollable major increases: 
Interest on debt 


Construction of public works, buildings and ships 
(committed ) 


New outer space and defense education programs_-_ 


4. Normal decreases: 


Postal revenues (1958 law and 4th class increase) _- 
Retroactive pay in 1958, net 








46 ECONOMIC REPORT OF THE PRESIDENT 


TABLE 1.—Reconciliation between 1959 and 1960 budgeted expenditures—Con,. 
{In millions—Continued] 


5. Legislative proposals for reduction in 1960: 
IE, SOTOOT NO N  ccerscteereicien atin anc sen ard inmeeangsap torn $350 
Veeeranm tame l ke ee ee 
Transfer to trust fund of cost of forest and public 
lands highways in interstate system............. 


6. Sales of assets in 1960: 
PRA. TRORORROR soi Ce ae $335 
College housing lo@nBiiwiss-seusat...~----.......-- 50 
iewport-imnort BAG, lOGMe 8 .cinie mem ee ine sine 234 


ee a = ee ee 


7. All other changes, other decreases in programs (including mili- 
tary assistance $462), less other increases in programs___... 


ai Re a 9 IRR 2g SC ER Se a oe 


Mr. Srans. As that table shows, a nonrecurring item recommended 
for 1959 accounts for the largest single decrease. This item is the 

roposed additional United States subscription to the International 
anchors Fund. 

Next, three large temporary programs are terminating. These are 
the acreage reserve, the temporary advances to States for extended 
unemployment compensation, and the special purchases of mortgages 
on low-cost housing. 

Third, certain major increases which are largely uncontrollable 
for the 1960 budget will partially offset the decreases just listed. In- 
terest payments on the public debt are estimated to rise. Past com- 
mitments will lead to larger expenditures for construction of civil 
= works and of merchant ships. Space exploration and the de- 

ense education program enacted in 1958 also involve higher 
expenditures. 
ourth, some other significant decreases will occur in the normal 
course of events without special congressional or administrative 
action. Farm price support payments are estimated to be lower than 
in 1959 but higher than in 1958. The Department of Agriculture 
expects that ~ yields in calendar 1959 will not be as high as in 
calendar 1958, when yields were an unprecedented 11 percent above 
the previous record level. 

The increase in postal rates enacted last year and the parcel post 
rate increase to be made administratively this year will have a fuller 
effect in 1960 and will thus reduce net expenditures of the Post Office 
Department. Moreover, the expenditures in 1959 for retroactive pay 
raises will not recur. 

Fifth, legislation is being proposed which, if enacted, will bring 
reductions of $415 million in net budget expenditures in 1960,,: These 
proposals include increased postal rates, more fiexible interest rates 
on guaranteed loans to veterans, and a transfer to trust-fund financing 
of Federal-aid highways in national forests and public lands. 

Sixth, certain housing programs and the Export-Import Bank are 
proposed to be made self-financing in 1960 by stepping up the sale of 
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rtfolio assets, in some cases by exchanging them for Government 

nds. Thus, disbursements for new loans or mortgage purchases 
would be covered by realization on old ones. 

Finally, the net effect of all other changes between 1959 and 1960 
is a decrease of $346 million. The largest item in this category is an 
estimated decrease of $462 million in expenditures for military assist- 


ance. 

I believe that this table clearly shows that the recommended re- 

duction in the total of budget expenditures is not being achieved by 

roposals which would impair the security and welfare of the country. 
The major er action has been, after peng ee the national 
defense to restrain la financed from 
current revenues. 

In addition to those legislative proposals which will bring reduc- 
tions in 1960 budget expenditures—and which were shown in item 5 
of the table just referred to—the budget contains recommendations 
for other legislation to achieve long-run economies by adapting pro- 

to change circumstances. 

These ae to adjust programs in the light of current condi- 
tions would bring budgetary savings in the years beyond 1960. To- 
gether with the rise in revenues from a growing economy, they could 
produce surpluses which might be applied to reduce the public debt, 
to lessen the burden of taxes, or to meet the cost of essential new Gov- 
ernment services—some of which will inevitably be needed as our 
Nation grows and pro 

For this committee, which is interested in studying the economic 
are of the budget, the consolidated figures of Federal receipts from 
and payments to the public are at least as important as the regular 
budget totals. These consolidated figures coven ath budget and trust- 
fund transactions and eliminate intragovernmental and noncash trans- 
actions. 

The following table gives these consolidated totals for the fiscal 
years 1957 through 1960. 

I ask that this table be included in the record. 

(The table referred to follows:) 


Federal Government receipts from and payments to the public 
[Fiscal years—in billions} 


rge increases which could not 


Receipts from the public 
Payments to the public 


Excess of receipts over payments 
Excess of payments over receipts 


Mr. Srans. As this table shows, total Federal receipts from the 
rm in fiscal 1960 are expected to exceed payments to the public by 

26 million. This figure exceeds the budget surplus in 1960 mainly 
because (1) cash payments of interest on redeemed savings bonds are 
less than the accrued interest included in budget expenditures and 
(2) trust fund receipts exceed trust fund expenditures. 
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I would like to supply for the record the attached table 2 which M 
gives Federal payments to the public by function for 1958, 1959, and § 1! 
1960 along with 1948 for eer purposes. in : 

(The table 2 referred to follows :) | Pci 
Taste 2.—Federal payments to the public by major functions—Includes budget Tl 

and trust funds; excludes major intragovernmental and noncash transac. mat 

tions The: 
[Fiscal years—in millions] 
amo 
Function 1948 actual | 1958 actual 1959 1960 way 
estimate | estimate a pe 
post 
Major national security... .._...........-......-.------ $12, 998 $44, 460 $46, 450 $45, 914 i 
International affairs and finance---_.-.........--....---- 5, 542 2, 668 2, 510 2, 099 
Veterans’ services and benefits... ..........-..:....-.-. 6, 904 5, 682 5, 856 5, 742 look 
PARE IT I od gn so pein an opt ocho 3, 149 16, 140 18, 497 19, 056 
Agriculture and agricultural resources. ___.._________-.- 531 4, 321 7, 024 5, 875 mer 
Re gee 755 1,570 1, 741 1, 735 balk 
Commerce and housing-- --.--__._......----...-.2.-.--- 449 2, 996 6, 656 5, 579 
General government... . ............<.-+--.---2--2 222424 1, 385 1, 620 1, 974 2, 082 I 
SRD a Boca cn encnscatenee 3, 909 5, 883 5, 636 6, 250 
I 73 —97 29 2 get 
MIRE Tr a a i ia ee 200 100 I 
RI isd vein cays dn dud anh tet 35, 695 85, 243 96, 573 94, 434 and 
Expenditures by agencies, as employers, for Federal 
employees’ retirement (—) 3_.-__2-.22-.--2--.-+--.2--]-22.--2.-2- —586 —749 —723 ] 
Deduction from Federal employees’ salaries for retire- be 
Bete Cyst it Ee — 236 —666 —748 —7233 
Increase (—) or decrease in clearing account for out- bal 
SPUN CHORD, WOO nn, ey 507 —579 —177 —1i2 
Adjustment to daily Treasury statement basis_-__._-.- SOF: | Stes 8G . Baek res q 
Total Federal payments to the public_.__.......- une 
vic 
— 1954, includes adjustment for change in public debt interest checks, coupons, and accruals out- ‘ 
stam ° 
? Excludes deposit funds of Government-sponsored enterprises which are allocated by major function. 
$ In 1957 and prior years the Government’s payment as employer was made in a lump sum to the Civil of 
Service Commission and was not included in any functional category as a payment to the public. From 
1958, the individual agency payments are included in the applicable functional category, but the total is J a 
deducted from payments in a lump sum. i 
4 Since 1954, excludes that part of clearing account which is for public debt interest checks, coupons, and ine 
accruals outstanding. ine 

Mr. Srans. Detailed figures covering all the intervening years as ) 
well appear on page 929 of the 1960 budget document. : ws 

From 1948 to 1960, total Federal payments to the public increase 
at a faster rate than budget expenditures over this period. This A 
faster growth reflects (1) rising outlays from some of the older trust 
funds, particularly the old-age and survivors insurance fund, and 
(2) the payments from new trust funds created since 1948, such as or 
those for highways and the secondary market operations of the Fed- 
eral National Mortgage Association. ; 

In 1948, total Federal payments to the public were $36.5 billion. in 
In 1960, they are estimated to be $92.9 billion. b 

With two exceptions, paymentsfor every function of the Govern- i 
ment will be higher in 1960 than in 1948. These exceptions are in- 
ternational affairs and veterans’ benefits, for which special post-World E 
War II conditions led to higher expenditures in 1948. d 

Of course, the largest dollar change since 1948, as is to be expected 
when comparisons are made with a period prior to the Korean conflict, 0 
is in major national security. E 

Apart from the major national security programs, by far the t 
largest amount of payments—and the largest increase since 1948—on ( 
a consolidated cash basis are for the labor and welfare activities of ' 






the Government. 
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Federal payments for labor and welfare programs are estimated 
to be over $19 billion in 1960... This. total. is $15.9 billion more than 
in 1948. The amounts involved are much larger than the budget ex- 
penditures for these programs because of the benefit payments from 
social security and retirement trust funds. aK 

The table shows that payments for two other functions are: esti- 
mated to increase by more than $5 billion between 1948 and 1960. 
These are commerce and housing, and agriculture.. The first. reflects, 
among other factors, the sharp rise in grants for Federal-aid high- 
ways; the second, the increase in farm price support payments from 
a period when they. were probably abnormally low: because of special 
post-World War LI conditions. 

In conclusion, I would like to repeat my belief that, whether we 
look at. regular budget expenditures of $77 billion or the total pay- 
ments to the. public of $93 billion in 1960, the Government is not 
balancing its income and outgo at the expense of essentials, 

Practically all of the programs of the Government, under this bud- 
get will continue at very high levels. 

I hope that the Congress will accept and approve the general polity 
and dimensions of the budget wecuiiaied by the President. 

It is my sincere belief that the best. interests of the country would 
be served if the executive and legislative branches work together to 
balance the 1960 budget at the proposed level of about $77 billion. 

The Cuarmrman. Thank you very much, Mr. Stans. We will operate 
under the 10-minute rule. I am going to call on the distinguished 
vice chairman, Congressman Patman. 

Representative Parman. Thank you, Mr. Chairman. 

I want first to interrogate the distinguished Director of the Bureau 
of the Budget about interest rates, The Economic Indicators for 
January 1959 indicate that for 1952 the “net interest” in the national 
income was $7.1, and it has never decreased during that time. ~ It has 
increased every year and every quarter since that time—1952. 

And now it is 13.2. That is the third quarter, 1958. In other 
words, almost a hundred percent increase in the net. interest paid. 

Now that does not melude the interest paid on the national debt. 
Am I correct in that, Mr. Stans? 

Mr. Stans. That is correct. 

Representative Parman. It does not include the $8 billion interest 
on the national debt. 

Mr. Stans. That is correct. 

Representative Parman. Now, the distressed areas—you say noth- 
ing about distressed areas in your statement at all. I assume that is 
because we don’t have the law on the statute books specifically apply- 
ing to distressed areas. - 

r. Stans. Well, I didn’t say anything in my opening statement. 
But there is a recommendation of the President in the budget message 
dealing with distressed areas. 

Representative Parman. I am greatly disturbed by the fact that in 
our country a distressed area has no place to turn to get credit for the 
purpose of establishing industries that would employ the people in 
the distressed areas; whereas, if these same distressed areas were in 
Canada or Mexico or more than 50 other countries of the world, they 
would have 5 different agencies supported by the U.S. Government 
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and by our money to help them relieve that distress. But here in our 









accot 
own country, we have no provisions for that. : Og the 
Now, the counterpart funds, do you keep up with them in the dif J "*: 
ferent countries ? Th on t 
Mr. Stans. Yes. We have information with respect to them, Mr § milli 
Patman. depo: 
Representative Parman. Is my estimate of about a billion dollars reg 
correct of counterpart funds in different countries, approximately Cc 
correct ? § cial 
Well, I don’t want to take much time on that if you have todo any§ B« 
research. I wish you would get me up a statement on it. My infor °% 
mation is that these counterparts are used by these countries free of § ror 





charge. You take in France and Germany or England, they are 
laced usually in the American banks, New York banks, that have 

heenshes over there, and perhaps the American Express Co. which is 
treated as a bank for that purpose. They are there, and the Govern- 
ment receives no interest whatsoever for the use of those funds. I 
would like for you to give us a statement on that, and what is being 
done to safeguard the interest of the American taxpayers on the 
counterpart funds that are on a in foreign countries. And par- 
ticularly I wish you would b down the country of Spain in that 
analysis. 

Mr. Srans. I will be happy to give you that analysis. But may I 
ask by the term “counterpart funds” you mean all of the funds? 

Representative Parman. All the funds, including Public Law 480 
funds. And I wish you would distinguish between them, please? 

(The material referred to follows :) 


A large part of the foreign currency received by the United States is required 
by the terms of the agreement under which it is generated to be made available 
for use by the foreign government. In the case of counterpart currencies 
accruing -under the mutual security program, the portion to be used by the 
foreign country is retained by that country and is not taken up in U.S. accounts. 
In the case of currencies accruing from the sale of surplus agricultural. com- 
modities under section 402 of the Mutual Security Act and under the Agri- 
eultural Trade Development and Assistance Act of 1954 (Public Law 480), all 
currencies are deposited to the credit of the U.S. Treasury and the portion 
to be used by the foreign government is loaned or granted to the country at a 
later time. In cases where the currency is to be used by the foreign govern- 
ment, the funds may be used only for purposes and on terms concurred in by the 
U.S. Government. The U.S. control is exercised by the International Coopera- 
tion Administration, with the advice as necessary, of the National Advisory 
Council on International Monetary and Financial Problems. 

Foreign currencies which are not committed by international agreement for 
loans or grants to the foreign country, are available for U.S. programs. Unless 
provided otherwise by law, these currencies are subject to section 1415 of the 
Supplemental Appropriation Act of 1958, which prohibits the expenditure of 
foreign credits owed to or owned by the United States except as may be pro 
vided for annually in appropriation acts. These provisions generally require 
the purchase of the currencies with agency appropriations, and budgetary con- 
trols are assured through the regular appropriation process. 

All of the currencies which are earmarked for use by the foreign governments 
are excepted from the provisions of section 1415, as well as currencies available 
for certain U.S. purposes under Public Law 480. Currencies available for 
these purposes (excluding the counterpart funds retained by the foreign coun- 
try) are subject to the same apportionment controls as dollar appropriations, 
and informational schedules on their availability and use are printed in the 
budget document. 

These funds in U.S. accounts are held in Treasury accounts overseas, managed 
by Treasury fiscal officers stationed at our Embassies abroad. The bulk of these 
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accounts are held in the central bank of the country (usually in accordance with 
the agreements made with each country), but sometimes also in the local 
pranches of U.S. banks. Wherever possible and consistent with agreements 
made, these accounts earn interest, and to the extent feasible they are placed 
on term deposit in order to increase the interest return. In 1958, over $10 
million in interest was received by the Treasury on various foreign currency 
deposits. Foreign currency receipts from interest, like those from other mis- 
cellaneous sources, are available for sale to agency appropriations and the dol- 
lars from such sales are credited to miscellaneous receipts. 

Counterpart funds retained by the foreign country are managed by its finan- 
cial officers and subject to its fiscal controls. 

Below is a tabulation of foreign currencies owned by the U.S. Government 
and counterpart funds owned by the respective foreign countries. 


Foreign currencies in the custody of the United States and counterpart funds 
as of June 30, 1958 
[Dollar equivalents—Millions of dollars} 
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1 Additional detail appears in ‘‘ Combined Statement of Receipts, Spears and Balances of the U.S, 
Shee for the Fiscal Year Ended June 30, 1958.” U.S, Treasury Department, Fiscal Service, Bureau 
ccounts. 
2 Additional detail appears quarterly in ICA publication, Counterpart Funds and ICA Foreign Currency 
Apeoate ie, Cae of 8 and Reports, 


«Approximately 34 of these funds are available only for loans and grants to the purchasing country. 
§' Unde: the Mutual Security Act, these funds are available only for mutual security programs. 


Mr. Stans. Yes. 


Representative Parman. I notice bag do not hold out any hope for 
reduction of interest payments. It has now reached over $8 billion a 
year. 

At one time we said that we were going to have low interest pay- 
ments for the people who furnished the money to t the wars. 
And we were Sn have low wages for the people who entered the 
military service. at was particularly true in World War I, and 
there was a lot of talk about it in World War II. But now we find 
that the cost of oe these wars that is now a part of our national 
debt—the cost of that has increased the petrying charges from 50 to 
60 percent; whereas, the cost of the veterans of all wars and for all 


purposes in connection with those wars remains approximately the 
same. 
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I am not saying that we should keep them in balance or in propor 
tion. It is right interesting to notice that that old understanding that 
we first had in World Warl is being cast aside. 

Do you know of any agency of our Government that is making any 
study for the purpose of trying to save interest on the carrying of our 
national debt ? 

Mr. Srans. I would like to say first, Mr. Patman, that some of the 
increase in the amount of the interest expenditure in the 1960 budget 
is, of course, due to the increase in the total size of the national debt, 
while some of it, of course—— 

Representative Parman. Of course that is true—— 

Mr. Stans. Is due to the increase in interest rates. 

Representative Parman. I get your point there, and it is a good one 
too from your standpoint. But I think the overall increase is due 
largely to increases in interest rates. And I have never heard of any- 
body making any study or taking any action that would lead to a de- 
crease in interest rates.. And I think it is terrible, that here in our 
country, just a few days ago the 4-percent rate on Government bonds 
was broken for the first time, I guess, in 25 years. That looks like 
that you are shooting for a 414 percent interest rate on Government 
bonds. What is your opinion about.that? Do you think we will go 
to 414 percent interest on Government bonds, Mr. Stans? 

Mr. Srans. I would like to say this, if I may. The Secretary of 
the Treasury is of course responsible for debt management. And I 
understand that he is going to be before this committee next week: 
I think it would be much more effective for the committee if the ques- 
tion of the debt management and interest rates was addressed to him 
rather than to me. 

Representative Parman. I will be very glad to do that. 

Of course he is more or less a captive of the “independent” Federal 
Reserve Board which has declared its independence and seceded from 
the Government. I am apprehensive of the Treasury being per- 
suaded by our good friends in the New York banks ha have heal 
running our country too long on interest rates. But I wish something 
could be done in the way of decreasing the interest rate. I think that 
is one place where you can really make a reduction. 

In the event the Congress should pass an expenditure budget in 
excess of the budget recommended by the President ahd the choice 
would be either a deficit or increased taxes, which would you recom- 
mend ? 

Mr. Srans. I think it would depend to some extent on the size of the 
deficit that was involved. If it were relatively small, I am sure. that 
I would not want to see further tax increases. If it is one that is 
significant, I think we would: probably have to face up to the question - 
of tax increases. 

Representative Parman. In that.case you would recommend tax in- 
creases ? 

Mr. Srans. Well, if it were of sufficient size, yes, I think we would 
have to. I think it is not a good idea for the Government to operate 
continuously at deficits as a matter of deliberate policy. 

Representative Parman. Don’t you think that we should have some 
planned program for the reduction of:the national debt? Don’t 
you think it really stands in the way of the progress of the country. 
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that every time that we have proposed spending money of any sizable 
amount. they say, oh, it will cause inflation, all because the national 
debt is to big. -Don’t you think it is in the interest of our country 
that we substantially reduce that national debt as quickly as possible so 
as to encourage progress in the country ? 

Mr. Stans. I do. I agree with the gentleman. I would like to say 
just this with respect to the 1960 budget, however. That we have 
moved or we will have moved from a deficit.of almost $13 billion in 
fiscal 1959 to a balance in 1960 if the Congress adopts this budget. 

Looking ahead to 1961 and subsequent years, with a continuation of 
prosperous conditions in the country, I prise think that a part of 
the tax collections should be used for gradual reduction of the national 
debt. 

Representative Parman. Don’t you think we should have a better 
coordinated planned program that leads to the reduction, a planned 
reduction of the national debt? You-never hear anything about, it. 
Nobody advocates it. It seems like it is because it is so profitable to 
somebody to have a large national debt outstanding upen which inter- 
est is paid. The interest rates are so high that we have opposition 
of certain people to paying the national debt; whereas, if the interest 
rates were lower, there would be more support for the reduction of the 
debt. Don’t you think that enters into it! 

Mr. Srans. I think it does. I think the fact that enters into this 
question more than anything else is the urge on the part of the people 
of the country to have the Federal Government increase its level of 
spending. 

So long as these pressures continue as they exist at the present 
time—and some of them perhaps are matters that we can’t do much 
about, particularly in the military area—these high levels of expendi- 
tures are going to encroach so closely upon the potential tax collections 
that it is going to be very difficult to get debt reductions. 

Representative Parman. Mr. Stans, do you recognize this one fact? 
That the Federal Reserve can fix the interest rate where it. wants to 
keep it there, whether it is 2 percent or 214 percent? . Do you concede 
that is possible ? 

Mr. Srans. Certainly by fixing the rediscount rate it has an effect 
upon it. 

piprenntation Patrman. And the open market purchases and the 
reserve requirements and the many weapons that they have. 

Mr. Srans. Yes. 

Representative Parman. In other words the interest rate has gone 
up because the Federal Reserve and the Treasury were willing for the 
interest. rate to go up? 

In other words, they wanted it to go up? If they didn’t want it to 
go up, it could stay the same or go down? 

Mr. Srans., I should think, sir, that the Secretary of the Treasury 
would want to comment on that.and on your earlier questions. 

Representative Parman. I will not insist. 

Mr. Stans. Thank you. 

The Cuatrman. Congressman Curtis. 

Representative Curtis. Thank you, Mr. Chairman. 

As I understand the theory of this budget—and I think this is a 
basic. political theory—that if we are not going to balance the budgets 
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in years that are prosperous years, the whole theory of those who Ri 
wavobate deficit Geandtng is going to fall down. Am I not correct? atl 

Mr. Srans. I think our feeling is just about that; that if we can’t — of 
balance our budget in a year like 1960 when conditions are expected : 
to be really prosperous, then, the possibility of debt reduction, of tax aR 
reduction, and of lees government, becomes very, 1 remote. —_ 

Representative Curtis. Well, you have advocated deficit financing ther 
in previous a. Or we have, I should say. oe 

Mr. Stans. Those have been previous budgets that have suggested hs 
a deficit financing. ‘ y 

Representative Curtis. That was on the theory, was it not—that is : 
what I am getting to because this is theory—that was on the theory » 
that we ell recoup in prosperous years. di 

Mr. Srans. Well, I know that theory is generally advanced, that - 
when we have a year of emergency, such as war or a recession, that we > 
should recoup in prosperous years. I think the theory is more ob- Go 
served in the bresc , however. 1 

Representative Curtis. Well, that is the reason I raised the point, : 
the theory has broken down in practice often, and it looks like it may — “© 
break down again in the present budget; certainly if we don’t adhere Go 
to the budget proposed here, which is balanced, and based upon pros- 
perous years, it would be my observation that those who advocate ” 
deficit financing can nevermore be heard on their theory. : 

Mr. Stans. I would hope so. i 

. Representative Curtis. Yes. Now, I am very much interested in ‘he 
these items that lie outside I guess you would call it, the legislative ao 
budget. ' 

But I notice that you anticipate more revenue from additional a 
user charges. And some of them are spelled out in the President’s : 
message. I presume increased postal rates could be regarded as , 
a user charge. Are there any others that might be mentioned? I al 





don’t want to bring in at this time the trust fund increases. 

Mr. Srans. Wall, the budget proposes a $350 million increase in 
postal rates as one of the elements in the category of user charges. 
This would put the Post Office Department on a basis of paying 
its way, except for a eee appropriation of $172 million that 
the general taxpayer would still bear for the cost of public services 

























































identified by the aac in the Postal Act of 1958. And I’ may of 
say that in the Postal Policy Act of 1958 there is a definite expression th 
of the policy of the Congress. that the Post Office should pay its rR 
way. 

Now, in addition to an increase in postal rates, there is a proposal . 
that the tax on aviation gasoline be increased and a similar tax be ie 
levied on other aviation fuels. - ; 

Representative Curtis. Yes. Well, I am going to come to those 1 
where there is an actual addition. Well, that would be more in the P 
nature of a user charge, although I don’t want to get to trust funds . 
yet. 

Mr. Stans. This, sir, would not be a trust fund. This would go . 








into the general receipts of the Government. 
Representative Curtis. Oh, it wouldn’t be earmarked for airports. 
Mr. Srans. No. It would be a relatively small portion of the 
cost of our airport construction and operation program and would 
go into the regular receipts of the Treasury. 
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Representative Curtis. But it does represent an effort to pass on 
some of the additional costs of expanding our airports on the users 
of the airports; is that the theory? 

Mr. Srans. Yes, of expanding the whole airways system of regula- 
tion, control, and operation. 

Representative Curtis. Yes. Now, just to try and get this straight 
inmy mind. On page 14 of your 1960 Federal Budget in Brief. And 
then you have an item, the fourth item, “All other receipts”; and 
your estimates go from $5.7 to $5.6 and then to $6 billion. 

Would that item include that kind of user charge ? 

Well, let me ask the first question: Would ‘that include increased 
postal rates, for example? L PAT 

Mr. Srans. No, sir. Increase in postal rates would be applied 
directly against the expenses of the Post Office Department, 

Representative Curtis. That is what I thought. 1 TRAOT 

Now, isn’t it true that there are many,’ many user charges in the 
Government aside from postal rates? 

Well, of. course we have the situation—the Exchange Commis- 
sion comes to my mind in regard to the question of whether or not 
user rates should bear more of the costs there: But throughout the 
Government we have a lot of these user chi Has the Bureau 
ever gotten all of those charges together and n a look at them? 

Mr. Srans. Yes. There are hundreds of them. I don’t know the 
precise total. But the Bureaw has had a project underway for some 
time to study the extent of the charges, the extent to which they cover 
the cost: of rendering the special service, and the possibility of apply- 
ing new user charges. 

epresentative Curtis. Is some of the increased receipts to come 
from that area ? 

Mr. Stans. A very small amount. 

Representative Curtis. Incidentally, on that, I imagine we need 
some’ new legislation; but isn’t there some leeway in the executive de- 
eee to increase some of those charges without reference ‘to the 

n 


Mr. 'Srans. There is administrative leeway on user charges in’ a 
considerable number of areas. But there are also legislative restric- 
tions against the application of user pone in some cases, and many 


of them would require specifi¢ authorizing legislation. 

We have, for example, where administrative action was possible in 
the last year or two, urged the agencies to increase their charges to 
reflect such things as increased pay of employees. The amount of user 
charges which is reflected in revenues for the fiscal year 1960 in the 
budget is only $100 million in total of new user charges that require 
legistative action. | 2 Sasdy 

presentatiye Curtis. I see. The $100 million would require legis- 
lative action. What would be the amount of increase that can be ithe 
under administrative leeway ? 

Mr. Stans. We have no estimate of that. No figure has been added 
to the paciget for that. It is generally relatively small in terms of the 
size of the budget. ‘It is'a matter of a small amount of increases here. 
and there over a great Pay Packs: Po es 

Representative Curtis. Now, the next item: I notieé that you are 
anticipating—TI presume it would be in the area of increased revenues 

36379595 
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from more adequate interest rates,, Is that reflected) in budget. receipts 
anywhere? Or.is that, outside of that little chart,on page 14?, ., .. 
r. Stans. It is not reflected in budget receipts, aaqihs eisai 

Representative Curtis... It is simply by cutting down in. the expend- 
iture area; is that correct? ' i 

Mr, Srans. The expectation is that if the Federal Government re- 
ceives more adequate interest rates that there will. be increased onpen 
tunities for private capital to take over the burden. of some. of. the 
Government’s loan. programs and thereby reduce the level of Federal 
expenditures. 

presentative Curtis. Reduce the level in the expenditure area? 

Mr. Stans. That is correct. fa | 

Representative Curtis. Yes., Now, of course, in the trust, funds, 
there it is increased earmarked taxes that would produce your addi- 
tional revenue. 

Now, one item that you ane a figure on is the sale of prop- 
erty, of surplus property. And 1 presume the same would go if 
Federal Government were to go out of certain businesses, like when 
they sold the Federal Barge Limes. How much revenue is anticipated 
in that.area?. How much does that amount to? “i 

Mr. Stans. There has been no amount added to the budget revenues 
in anticipation of legislation which would make possible increased 
sales of property. 

Representative Curtis. Is it a sizable amount? 

Mr. Srans. I would assume that. considering the time factors. in- 
volved it would not be a sizable amount in fiscal 1960. It could be 
larger in subsequent years. 

Revverantatinn Curtis. I put in the Congressional Record last year 
item itemization ; but it referred to the documents of lists of Govern- 
ment surplus property. 

I believe the amount generated annually is around $3 or $4 billion, 
if. my, memory is correct., And I computed that we were roughly. 
receiving about.8 cents on the dollar. So that, there is an indication 
that we are not talking from a receipt standpoint as a great deal; but 
Iam wondering whether or not a further study in this area might 
bring in some sizable revenues. 

Mr. Stans. Well, I think the low percentage factor that the gentle-) 
man mentions applies particularly to sales of surplus personal prop- 
erty other than real estate. 

Representative Curtis. That is correct, 

Mr. Stans. Some of which is in the military area and has limited 
usefulness... In the case of surplus real estate, the return is consider- 
ably higher percentagewise. I may say that the only expectation in 
the budget for 1960 is for normal sales of both real estate and personal; 
property, consistent with previous years. : , 

Representative Curtis. About what is that in the budget? How 
much in terms of millions of dollars? as ) 

Mr. Stans. $158 million in 1960 from the sale of surplus Govern- 
ment property. ‘ 

Representative Curtis. Now I just want to make this observation 
because I think this is a great area for further study, aside from the 
standpoint of getting more receipts; but also from the standpoint of 
checking the efficiency of our governmental operations. 
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The old mess sergeant, you know, goes to the garbage pail to find 
out, how good his operation has been. And I suggest that a review of 
the items in this surplus does not indicate that they are peculiar 
military item, .The bulk of them would be.common-use items. 
it is simply, overbuying and improper usage that creates and gen- 
erates these tremendous surpluses. ‘ 

. Have you got the figure, incidentally, of the total annual rate? Am 
I right? Is it about $3 to $4 billion in acquired cost, cost of 
squisition ¢ 

fr. Stans. I think the acquisition cost of excess personal property 
generated in 1957 was as high as $3 to $4 billion. The surplus Prop” 
erty sold in 1958 was valued at about $2 billion at ‘its cost to the 
Government. The comparable figure for 1956 and 1957 was between 
$1 and $11, billion. That doesn’t mean that the proceeds are anything 
of that character. . 

Representative Curtis. No; I mean the cost of acquisition. 

Thank you, Mr. Chairman. 

The Cuarrman. Senator O’Mahoney. 

Senator O’Manonry. Mr. Chairman, I.am sorry I haven’t had an 
opportunity to listen to Mr. Stans’ presentation this morning. And I 
will be content to ask a few simple questions, Later on I may have 
more to ask. 

You are aware of the statements that Mr. Khrushchev has been 
making to the Soviet Assembly about. the development of natural re- 
sources and the conservation of water; are you not? 

Mr. Srans. I am aware only of what I read in the press, if you are 
referring to his recent speech. | 

Senator O’Manoney. Have you been aware of the statements made 
by Mr, Allen Dulles, a member of the administration, in testimony 
ct by General Itschner, the head of the Arm Ee negys to a joint 

earing of the Senate Committee on Public Works? 

Have you taken these statements of the Executive into consideration 
in the preparation of the budget ? Popa . 

Mr. Brave. I am sorry, but I am not aware of any recent testimony 
by General Itschner. I have not had the opportunity of reading it. 

Senator O’Manonry. Well, let me point. out. to you that on page 
M-60 of the President’s message on resources, I find this. statement: 

Work on many résource development projects, underway was accelerated in 
the latter part of the fiscal year 1958 to aid in economic recovery and the higher 
rate of construction has continued into 1959. Carrying forward the projects 
started in 1959 and earlier years will require some increases in appropriations 


for 1960. In view of this record program, no funds are provided in the 1960 
budget for starting construction of new water resources projects. 
Further, the budget contemplates stretching out the construction on some proj- 
ects underway where this can be done without. stopping work on the project. 
Other programs wil! be continued at or below current levels. Even with these 


economies, total expenditures for 1960 for resources programs will remain at a 
record level. . 


I note inthe budget that it is pointed out that proposed: expenditures 
for stockpiling are down. That is true; is it'not?” > ‘ 
Mr. Srans. Yes; that is correct. The stockpile is‘coming closer to 
achieving its objectives. 
Senator O’Manoney. That is one of the ways in ‘which’ those who 
prepared the budget: are proposmmig to economize, by reducing the 
appropriations for the stockpile? GstAse ¥ 





58 ECONOMIC REPORT OF THE PRESIDENT 


Are we in ment ? J iii ak ae 
Mr. Srans. I wouldn’t say that that was a deliberate action in that 


Senabir O’Manoner. What do you mean “not deliberate” ? 

Wasn’t this whole budget preparation a deliberate act? ' 

Mr. Srans. Certainly, But I am answering the gentleman’s state. 
ment that there was a deliberate effort to reduce the stockpile expendi 
tures. The expenditures in the budget are those which the agency in 
charge of the stockpile believes are necessary and adequate to meet the 
attainment of the stockpile objectives over a reasonable period of time, 

Senator O’Manongr. Well, did you have any special theory upor 
which you acted to reduce expenditures so as to balance the budget 

Mr. Srans. There were quite a number of theories that we worked 
against, sir. 

Senator O’Manoney. Mention some of them, if you will. 

Mr. Stans. One was—and I think this is pretty basic—that before 
we could make any efforts at balancing the budget, we had to determine 
the level of the military needs and the needs for the Nation’s security. 
That came first in order of importance. 

Once that was achieved, it was determined that it would be possible 
ae am goed by ene the growth of programs to balance the 

udget level of revenues that we could expect, to receive. 

As I pointed out in my opening statement, which the gentleman 
unfortunately missed, the real budgetary action here was not signifi- 
cantly to reduce the level of the programs of the Government, it was 
to restrain increases; to restrain the growth of these programs to the 
point at which we could bring our expenditures and our revenues in 


ance. 

Senator O’MAnoney. Well, now, what was the reason for adopting 
this program, which I call deliberate program, of soying that there 
would be no new starts of water conservation projects : 

Mr. Stans. The reason was this, sir: 

Last year, under the influence of the recession, actions were taken to 
increase the leyel of expenditures on water resources ; and the Cong 
authorized a considerable number of new starts. Those will all get 
underway either in fiscal 1959 or fiscal 1960. — i 

Senator O’Manoney. Well, I am mindful of the struggle that som 
of ‘us a Upper Colorado River Basin had’ with your 
predecessor to make certain that appropriations were made to continue 
the development, or to initiate.the development on the Colorado River. 
It. was, done with great reluctance. by your predecessor, but it) was 
finally done. fa: 

That brings mé to the point that I was seeking to emphasize: that 
we seer to be following a policy exemplified by the State Department 
of holding back resources while Soviet: Russia: is concentrating upon 
resources. . 

Mr. Stans. I would like to make it,clear that we are not: holding 
back on resource development. TO 

Actually the amounts expended for water resource public works 
— in 1960 will be at the highest level they have ever been in the 

istory ofthe country. And in1961, they will be greater even without 
any starts. And in 1962, they will be greater again, even though 
there were no new starts in the meantime. ifqa 
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Senator O’Manoney. Well, sir, if Soviet Russia is concentrating, as 
Mr. Allen Dulles says, on a drive to increase the utilization of the water 
that is running to waste in Russia and in Siberia, and we are stopping 
capone vation of that water, doesn’t that bring about a rather surprising 
situation 

Mr. Stans. Senator, I dislike yery much differing with you on this; 
but I don’t believe we are stopping the conservation of water. of 
course, 1 am not familiar with what the Soviets are doing. But Iam 
sure the gentleman will agree that they started out very much behind 
us; and perhaps they have much more to do, too. 

nator O’Manoney. Oh, there is no doubt about that. But isn’t 
it known to the Bureau of the Budget that we are engaged in a cold 
war with Soviet Russia? 

Mr. Srans. Certainly it is. 

Senator O’Manoney. An economic war? 

Mr. Srans. Certainly it is. 

Senator O’Manoney. Isn’t it known to the Bureau of the Budget 
that Ane interest on the national debt for 1960 will be greater than ever 
before 

Mr. Stans. Yes, it is. 

Senator O’Manoney. Isn’t it known to the Bureau of the B 
that the public debt as set forth in the budget for 1960 will be hi 
than.ever before? . 

Mr. Srans. Yes. And it will require an increase in the debt ceiling 


again. 
Senator O’Manoney. Well, if it be true, as you have just said, that 
the public debt is getting greater, that the interest on the public debt 
greater, that we are finding it more difficult to balance the 


is ane 
Fides oesn’t it follow that we ong to have a policy that would 


direct the expenditure of budgetary funds to the development of new 
opportunities to increase production and increase the receipts of 
domestic industry ? 

Mr. Stans. I think, Senator, that is a perfectly lo suggestion. 
And I think it is reflected in this budget. I would Tike to assure you 
that the Bureau of the Budget is not against everything. It is not 
against the development of water resources. 

But I, think this is one of the areas in which we are forced to main- 
tain a sense of proportion and a sense of perspective. And since 
there are limitations on the amount of our revenues and. on the amount 
we can spend, it seems reasonable, with this program at the highest 
level in its history, not to add beyond that at this time. 

Senator O’Manonzy. Well, that. being true, assuming that to be 
true, let me ask you what your explanation is of the pro in the 
budget to increase the appropriation for the Development Loan Fund 
for fiscal 1959 by $225 million where Congress last year cut the appro- 
priation down to $400 million ?, 

Mr. Srans. Senator, I believe that in the conference report on the 
mutual security legislation last year there was reference to the pos- 
sible need of the agency for additional money. for. this program and 
an. invitation to the agency to resubmit its request. in rm of a 
supplemental after the beginning of the session of the Congress, I 
don’t know the precise’ words in which that appearéd. But that is 

n, : | 


my recollection of that committee’s suggestio 
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Senator O’Manonzy. I regret that the chairman has passed word 
that my time has been exceeded. But I want to call your attention to 
one aspect of this Development Loan Fund. oa 

T have in my hand a document dated August 1958 entitled “Accumu- 
lation and Administration of Local Currencies: A Special Report by 
James A. Smith, Jr., International Cooperation Administration.” . 

Opposite page 73 there begins a table entitled “Status of: local 
currencies owned by the United States or jointly controlled by the 
United States and other countries,” 1 

This table shows the dollar equivalents of these local currencies. 
That is to say, the value of the local currencies which we now own as 
a result of the development fund is stated in terms of what are said to 
be equivalent dollars. : 

This shows that at the end of December 1957 this amounted to 
$2,046,137,000, plus an additional sum of $239.9 million, which should 
be. added, according to this note. 

What does the Budget Bureau think the United States can do with 
these equivalent dollars in foreign currencies which are received by. us 
in exchange for the Treasury dollars which Congress appropriates out 
of the Treasury ? 

How are wegoing tospendthem? - 

Can we cut the national debt? Can we pay any bonds or any notes? 

Mr. Stans. I wish I could answer in-the affirmative. But I doubt 
very much whether that is the case. Most of these local currencies, 
particularly those generated under Public Law 480, are covered 
agreements which provide for their use within the country represent 
by the currency. 

Senator O’Manoney. But they are not being used there because 
that would cause inflation there. 

Mr. Stans. Well, they are not being used, to a certain extent, because 
we don’t have uses within many of these countries to the extent of the 
currency that we have. 

Senator O’Manoney. Have you any suggestion that could be made 
to Congress for constructive utilization of these foreign currencies 
which we have obtained in many instances by the development of 
natural resources abroad while we hold back at home? 

Mr. Srans. There are a number of suggestions as to what should be 
done with these currencies. 

Senator O’Manoney. I would be glad to receive them. 

I don’t mean at the moment... 

Mr. Stans. Suppose I put a statement in the record to that effect? 

Senator O’Manoney: If you will do that. 

Mr. Stans, I will be happy to. 

(The statement referred to is as follows:) ~ 














































































PossistE Uses oF FoREIGN CURRENCIES CONTROLLED BY THE UNITED STATES 


As indicated in the table inserted on page 51 above, the U.S. Treasury. held 
on June 30, 1958, a total of $1,820.5 million worth of foreign currencies in 
accounts overseas. In addition, there were in special counterpart accounts of 
foreign governments $796 million equivalents of foreign currencies which may 
be used only with the concurrence of the United States. By legislative action 
of the Congress and by the terms of international agreements, there are limita- 
tions on the purposes for which many of these currencies may be used. 

A number of these currencies may be and are used in substitution for dollar 
expenditures for the direct benefit of U.S. programs. Virtually all of the 
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$153.1 million derived from other ‘sources is used in this’fashion as is at least 
10 percent and usually more of the sales proceeds under Public Law 480. These 
currencies are sold by the Treasury to agency appropriations for use in carr 

out regular U.S. operations overseas, including the acquisition of office an 
residence buildings by the Foreign Buildings Office, the construction and main- 
tenance of overseas military bases, and the educational exchange ‘program. 

In addition to Treasury sale; section 104 of, Public Law 480 also authorizes 
the use of sales proceeds for a number of additional.U.S: programs which may 
supplement those covered by regular appropriations to. agencies, In some 
instances, these supplementary uses are not subject to congressional control. 
In others they are subject to authorization through the appropriations process. 
These uses include the development of agricultural markets overseas, the pur- 
chase of,,material for a supplemental. stockpile,.educational exchange, ‘and 
assistance to American-sponsored educational institutions, financing of trade 
fair and agricultural fair activities, the acquisition of buildings, scientific and 
cultural information, and other scientific activities. : 

The $796 million of special counterpart funds and also the $318.6 million 
of sales proceeds of surplus agricultural commodities under section 402 of the 
Mutual Security Act derive from the sale of commodities whose shipment abroad 
was financed by the mutual security appropriation. They may be used for the 
purposes of that appropriation as agreed between the ICA and the government 
of the assisted country. These funds are generally used for defense costs or 
economic investment within the country but some.of,the section 402 funds are 
used for the purchase: of exports for. shipment to third countries within. the 
framework of mutual security assistance. The existence of substantial Dal- 
ances of such funds has been a normal aspect of foreign assistance operations 
because of inflationary pressures within foreign countries and ‘also because of 
the timelag that is inherent in administering public funds for particular invest- 
ment, projects. 

Roughly two-thirds of .the $1,348.8 million worth of Public Law 480 sales 
proceeds may, however, be used, under the terms of the sales agreements, only 
for economic develépment or mutual defense loans or grants to the purchasing 
country. In the case of many underdeveloped countries, this portion,of the 
sales proceeds is relatively large. In the case of more advanced countries 
which qualify for the purchase of surplus commodities in addition to their 
usual dollar purchases, this proportion is smaller. 

The administration is actively concerned with the numerous and complicated 
problems which relate to these foreign currencies and to make the best use 
of them in the overall interest of the Government. Some of these currencies 
might be used as a part of the U.S. contribution to an International Deyel- 
opment Association such as has been proposed by Senator Monroney or to 
establish jointly controlled foundations for these or similar purposes such as 
is suggested in the special report to the Director of the ICA, 

Proposals for improving the control and the use of these currencies are now 
in development within the administration and will be submitted to this Con- 
gress at a later date. This was mentioned by the President in his budget 
message where he said: 

“Another problem in budgetary control has developed over the use of foreign 
currencies. In view of the volume of currencies generated by. transactions 
under the Agricultural Trade Development and Assistance Act of 1954 and the 
numerous competing demands for their use for supplementary U.S. programs, 
more adequate procedures parallel to those governing dollar obligations are 
necessary. The action required by the Congress to authorize the use of cer- 
tain of these currencies, for which a supplemental request will be transmitted 
for -fiscal 1960, now relates to only a small portion of the currencies which 
will actually be used for Government programs.” 


The Cuarman. Congressman Kilburn. _ - 

Representative Ku.purn. Thank you, Mr. Chairman. 

First_of all, Mr. Stans, the budget is so big and so, staggeri 
that it bewilders me how anyone can get up a budget like this. "And 
I want to compliment you, sir, and your staff for the fine, job you 
are doing for our country. 

Mr. Stans. Thank you, sir, 
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Representative Kizsurn. We have heard some here this morning, 
and we have heard a lot on the floor of the House about balancing the 
budget. Now, I am probably old fashioned, and just a country boy; 
but haven’t you got to cut your expenditures or raise your revenues In 
order to balance the budget ? 














Mr. Stans. I don’t know of any other way in which to do it. 

Representative Kirsurn. All the Ee in the world doesn’t make 
any difference with that fact, does it . 

Mr. Stans. That is correct. , 

Representative Kmusurn. Now, if the same people who say we wait 
to‘have a policy of balancing the budget vote for huge addi- 
tional expenditures, how are you going to balance the bu ta 

Mr. Stans. Well, it makes it almost impossible under those condi- 
tions. 

Representative Kirzurn. Or if they refuse to vote additional rev- 
enue or taxes? 

Mr. Stans. Yes. | 

Representative Kuzsurn. Isn’t that right? 
~ Mr. Srans. That is correct. . 

Representative Kizsurn. So that our policy, it seems, boils right 
down to the fact. that the Congress.has got to cut expenditures or 
raise revenues in order to balance the bu 

Mr. Stans. Well, within the framework of the fiscal year 1960, the 
Budget. suggests how that might be done on both counts, how the 
expenditures might be held to a level.of $77 billion, and how with 
some new laws on the part of the Congress dealing with revenues, 
the revenues will equal $77 billion and we will be in the black. 

Representative Kitavrn. I am not saying this in a partisan way 
at all. But the Congress, and the administration, responsible to the 
people, it seems have got to do a job eae line regardless of 
any policies or any theories or anything else. Those are the two 
fundamental things. Isn’t that true? 

Mr. Stans. That is true. And I would hope it could be done b 
cooperation, and it is a matter of such importance that it, I ae 
hope, it could be done by bipartisan action. 

Representative Kirpurn. I hope so too. 

That is all, Mr. Chairman, 

The Coarrman. Congressman Reuss. 

Representative: Reuss. Mr. Stans, I would: like to explore with 
you the fundamental question of budget-making Bhvonphy which 
you discussed with Senator O'Mahoney a moment ago, Your testi- 
meny,.as.l understood it, was that. the Hisenhower administration’s 
method of constructing this budget was to estimate the level of receipts 
at current tax rates and then after making sure that defense was 
provided for, to adjust the expenditures so that it balanced, or just 
about balanced. 

I am sure that this was in fact the method followed, because my 
understanding is that departmental ‘requests were on the order of 
$85 billion for budget expenditures. take 

And they were obviously cut by the President’ to the request’ of 
$77 billion. Certainly the $8 billion that ‘fell by the wayside was 
not all frivolous; parts of it, at least. I am’ thinking now of’ the 
Development Loan Fund allocation that’ had’ been characterized ‘by 

























































































ECONOMIC REPORT OF THE PRESIDENT 63 


such le as the President; the Secretary of State and. two Under 
Secretaries of State as vital to our national posture. 

Yet that Development Loan Fund request was cut. 

My question to you is this: Wouldn’t it be a better budget-makin 
philosophy and one moré in accord with the Employment’ Act’ 
1946 for you, instead of looking just at the receipts side and then 
eutting your cloth to fit the receipts, to look at the proper amount 
and character of expenditures needed for the various p which 
led to the departmental requests in the first place, and then, to’con- 
sider along with that, the raising of the necessary revenue ? 

Specifically, if I may say so, wouldn’t it have been a better bud 
and a budget more in accord with the Employment Act of 1946, had 
you asked for $79 billion worth of expenditures—$2 billion more than 

ou have in fact asked for—taken the most imperative of the $8 
billion that fell by the wayside, and raised $2 billion worth of addi- 
tional revenue by plugging tax loopholes ? 

Wouldn’t that have achieved not only a better economic balance, 
greater growth, a dimmution in the present unemployment and under- 
use of resources, but as a result of the creased economic activity 
induced by this extra $2 billion of expenditures, wouldn’t it have 
actually permitted a greater tax yield from existing resources and thus 
have enabled you, on your figures at least, to envisage a surplus for 
the coming year? 

Mr. Stans. Congressman, I would like to say this: That is a rather 
involved question. I will have to deal with it in its various parts. 
First of all I would like to make the point that the process I described 
to you of providing first for the national defénse out of revenues and 
then for other things after we know the revenue figure was not one in 
chronological order. It was a concurrent operation, of course. 

And I don’t mean to imply that we did one thing and then went on 
tothe next. 

Now, with respect to the requests of the agencies of the Government, 
I think we all have to recognize some factors. The head of every 
department and agency of the Government believes in his 
believes in the work of his agency. He should believe in those pro- 
grams or he shouldn’t be there. It is always possible for the head 
of an agency to conceive of ways of doing his job better. 

And it is not inconsistent with responsibility to suggest to the Presi- 
dent that if he had additional amounts of money that he could‘ do 
certain things that he can’t now do. 

Now, the process of review of the budget is to take a look at all of 
those suggestions. Preparing a budget is a responsibility that in- 
volves consideration of priorities, among a great many thitigs. ‘The 
Bureau of the Budget looked very carefully at every tion for 
spending in this budget and believes that the amounts that are in- 
cluded in the budget are adequate and ample to carry out the 
grams of each agency ; certainly not to the extent that the heads of the 
eer might have wanted to, but certainly enough to carry them 
ahead, particularly since in pony all of the agencies the amounts 
of money recomemnded in ‘budget exceed the amounts that have 
been enacted and made available to them for 1959. 

Representative Reuss. Let me ask you this question, sir. 
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Su your revenue receipts estimates, instead of being the $77 
fathom which they in fact oe boon 875 billion, would your ree. 
ommended expenditures one $75 billion or $77 billion? i 

Mr. Stans. Well, it isa little bit hard to answer that with certainty, 
My own belief is that the expenditures would have been about at the 
present level, and that with receipts of $75 billion we would have had 
to face up to the possibility of a deficit, and determine whether -we 
were going to finance that deficit by further borrowing or by tax 
increases. | 

Representative Reuss. That sounds a little inconsistent. with what 
you have said hitherto about figuring out the receipts.and then en- 
deavoring to get the expenditures to jibe with the receipts. i 
a Mr, Stans. Well I didn’t mean to imply that it was that ironclad a 

ecision. 

The level of the receipts had a great deal to do with the possibilities 
of balancing the budget. And it was after the economists and the 
Treasury Department and others had reached a conclusion that we 
could expect receipts in the general range of $77 billion that we were 
able to plan the budget to hold the expenditures at that level... Lf they 
had come up with $75 billion, I think it would have been almost im- 
possible to present a bu balanced on that basis, because then it 
would have meant we would have to cut substantially either the mili- 
tary program or some of the civilian programs. And that didn’t seem 
to be consistent with the administration’s policies through the years. 

Representative Reuss. And it is your testimony that your actual 
budget, the $77-billion in-and-out. balanced budget, is a budget more 
in accord with the Employment Act of 1946 and with the needs of 
the economy than the one I have put to you, namely, balanced bud 
of $79 billion obtained by adding $2 billion of the most imperative 
needs and repairing the gap by plugging $2 billion worth of tax 
loopholes? 

Mr. Stans. Well, of course I could answer that question better if 
I knew what the gentleman had in mind in the extra $2 billion he is 
discussing. 

Representative Reuss. Let me say on that: You can take any as+ 
sumption you want. But one way of getting an additional $2 billions 
according to the information I have received today from the Joint 
Committee on Internal Revenue Taxation, would be to plug such 
loopholes as the minerals-depletion allowance, and the special treat- 
ment for dividends in the 1954 act, and by requiring withholding at 
the source of dividends and adjustment of the present entertainment 
allowance in business deductions. That is one way you could raise 
$2 billion. 

Mr. Srans. What I really meant was how-the gentleman proposed 
to spend the $2 billion. 

Representative Reuss. I left that to you. But let’s say, spend the 
additional $300 million on the development loan fund that the Presi- 
dent said was imperative if we are to survive; spend something, at 
least, on area development so as to assist these areas of unemployment 
throughout the country; spend some, more on national defense ; and so 










































































































































































on. a aia | 
I will leave it to you to take the $8 billion of excess budget requests 
and come up with the $2 billion most imperative. 
Mr. Srans. I am sure the gentleman realizes there is something in 
this budget for the area assistance program. 



















ectane apaseses 


aan on mo atl et o> 


ECONOMIC REPORT OF THE PRESIDENT 65 


I would find it extremely difficult offhand to weigh the effect on the 
employment level of the country of a $2 billion increase in expendi- 
tures and a $2 billion increase in tax take. 

Representative Reuss. I see my time is up, Mr. Stans. I would 
appreciate it if before these hearings conclude you would read the 
colloquy that has just taken place between us and see if you can’t 
prepare for the record an answer to the question I put with special 
relation to the pisrataoaelne philosophy which is involved. 

Mr. Srans. I will be happy to do that. And beyond that I was 
about to suggest the persons more qualified in that area are members 
of the Council of Economic Advisers whose responsibility it is to 
implement the full Employment Act. 

- ernetearty Reuss, Well, you have a responsibility under that 
ac . 

Mr. Stans. Yes;I do. 

(Mr. Stans supplied the following statement for the record :) 


It is impossible to give a meaningful answer in the abstract to the question of 
whether a balanced budget of $79 billion would be “more in accord with the 
Employment Act of 1946 and with the needs of the economy” than the budget 
presented by the President, which balanced receipts and expenditures at $77 
billion. Certainly, it is the view of the administration that the 1960 budget as 
transmitted to the Congress is in accord with the objectives of the Employment 
Act of 1946 and, if accepted and approved by the Congress, would meet the needs 
of the economy as we now See them. 

In order to determine the impact of a larger balanced budget on the economy 
and its bearing on the implementation of the objectives of the Employment Act 
of 1946, one would have to evaluate the effect of the specific additional expendi- 
ture proposals which would be involved, together with the effect of the additional 
tax measures which would be required. I understand that economists them- 
selves differ about the net effect of an increase in Government expenditures 
financed by taxes, and express the view that the effect would be different at 
different times and under different conditions. 

If one were to accept the rather widely held view that an increase in Govern- 
ment expenditures—even though matched by a corresponding increase in rev- 
enues—tends to increase total demands on the economy and thus be expansionary, 
the suggested larger budget would aggravate the problem of maintaining price 
stability. The administration believes that the period covered by the 1960 budget 
will be a prosperous period of high employment and income with Federal spend- 
ing held to the $77 billion level. Hence, a budget more expansionary than this 
would increase inflationary pressures in the economy. 

With regard to how the additional revenue could be raised, it will be appre- 
ciated that there is some disagreement as to whether the specific measures sug- 
gested would close “loopholes.” Actually, they would have economic effects as 
well. Nevertheless, questions of equity and fairness in the treatment of different 
taxpayers are important and should be considered in addition to questions of 
their economic effects. 

There can be little doubt that an increase of taxes by as much as $2 billion 
affecting a relatively small group of taxpayers would have significant adverse 
effect on incentives to investment and on risk taking, thereby inhibiting produc- 
tion. Furthermore, there is some doubt whether the specific revenue measures 
which are being suggested would produce as much as $2 billion in the first year of 
enactment. Hence it would seem difficult, if not impossible, to raise so large an 
amount without increasing the-.already heavy burden of Federal taxes on the 
general taxpayers. This needs to be taken into account in evaluating the desira- 
bility of the additional expenditures which this revenue would finance. 


Representative Reuss. Thank you, Mr. Chairman, 
The CHatrman. Thank you, Mr. Reuss. 
Mr. Stans, I want to direct my questions primarily to the field of 
expenditures of the Department of Defense. 
t me say that I do not think that the budget for the Department 
of Defense should be further reduced. I think you have made your 
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¢uts in the. wrong places, and have not oat for economies which 
could be realized. I think the cut’ in ng ting strength of the wh 
and Marine Corps reduces our capacity for limited ‘warfare. It 

the evidence is pretty clear we should spend more for missiles." But 
those matters are beside the point. {4 

I would like to call your attention, if I may, to what seemed to'mé 
to be shockingly excessive quantities of supplies which are in’ Stock 
in the Department of Defense, I have here a report of the House 
Committee on Government Operations. _And on page 100 it shows 
that the supply system inventories of the Department of Defense as 
of last June 30 amounted to $46,600 million. Serres % 

That undistributed stocks were $2.4 billion; leaving distributed 
stocks at $44.1 billion. That the peacetime eaten oe was 
set at $14.5 billion. The mobilization reserve was $12.1 billion, Thus 
the large reserves both for peace and for war—and a long war at 
that—came to $26.6 billion this leaves supplies in inventories of $17.5 
billion in excess of needed peacetime and wartime reserves. 

Now, it is admitted by the Department of Defense that the excess 
stocks alone amounted to $104 billion. Then there are two other 
categories that certainly seem to me to fall in the line of excess stocks, 
Economic retention of $5.6 billion, and a contingency retention of $1 
billion. 

This is following out.a question that Congressman Curtis raised at 
conclusion. 

What should be done is to draw down these reserve stocks for cur- 
rent use and diminish the volume of purchases and then use the money 
thus saved. to provide more combat strength for the Army and the 
Marine Corps and for more missile strength for the Nation. 

I would like to have your comments on that. be 

Tf you do not have that copy of that bulletin, I will be glad to give 
ittoyou. Itison page 100. 

Mr. Srans. Mr. Chairman, I had the opportunity of reading. 
good bit of this report over the last weekend. And I found it very 
interesting, as you did. And I have instituted some analyses of thé 
underlying information in order to. determine what the Bureau of the 
= can do to help in solving the problem that it portrays. 

I think there are some things that probably are inherent in this 
situation. Qne is that I am sure the stocks of inventories in the De- 
partment of Defense still reflect to a large extent the Korean and early 
post Korean procurement. Secondly, I am convinced from my own 

owledge that this type of information in defense is a result of tre- 
mendous improvements in their accounting processes that havé taken 
place in the last few years. ee 

Some féw years ago it may not have been able to develop this kind 
of information. 

The.Cuamman, I may say these papper eens have been the result 
of persistent. pressures of Waaea: of the House and Senate against 
the opposition of the Department of Defense and the administration, 

Representative Curtis. All administrations, Senator. 

‘The Cuarrman. I think that is correct. 

Mr. Stans. Beyond that I think also we have to recognize that 
obsolescence is almost a normal function in defense. The development 
of new weapons assumes that old weapons will become obsolete. 
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The Cuamman, Yes. But, Mr. Stans, a large portion of this is 


not, in obsolete weapons, but in clothing, food, communications equi 
met} general supplies, repair parts and so. forth, which onl e 


or peacetime training p 

In. peacetime training you don't have,to have. the most. advanced 

ulpment. 

* r. Stans. I understand some of the: facts the Senator. mentions. 
And.they.are in this report. I know that.the Department of 

has a very substantial program to step up the disposal of surplus.and to 
use usable Samipment, I don’t know what proportion. of this inyen- 
tory is involved in that program, All I can assure you is that since 
this report. came, out, it has.become. quite interesting to us, and, we 
intend to look into the matter with the Department of Defense, 

The Cuamman. I may say it is the intention of the Senator from 
Illinois to propose, when the. Defense Department bill comes. before 
the Senate, reductions in items calling for purchase of new supplies and 
a transfer of the funds thus saved to the Army and to the Marine 
Corps to increase their actual fighting and combat strength and to the 
various branches of the armed services which have the missile program 
and to whom the missile program has been:co , 

I will. be very glad to get your cooperation rather than the resistance 
of the administration. 

Now let me turn to another matter. That is the relative predomi- 
nance of negotiated contracts over, advertised bid contracts, I have 
here a report by the Secretary of Defense, himself for the year. Jul 
1957—June 1958. On 26 it shows that of the 5 million—and 

ive to the nearest hun thousand—5,100,000 contracts awarded by 
the Department of Defense during the fiscal year June, 1958, only 
275,000 resulted from formally advertised bids—competitive bidding, 
in other,words, Only 5 percent! But 95:percent were negotiated. 

In terms of dollar volume, of the $23.7 billion, only $3.3 came fro: 
advertised or competitive msi $20.4 of the dollar. volume of con- 
tracts let came from negotiated bids; 14 percent. from competitive bids, 
86 percent from negotiated bids. 

Now, I may say that the Senator from Illinois and others have been 
hammering at this point for years, year after year after year, 
negotiated bids permit agreements between suppliers to the Govern- 
ment.and the Government procurement officers. 

And they tend on the whole to result,in, excessive: expense, 

Now, granting that, some of these contracts would haye to. be nego- 
tiated, because you wouldn’t want in the case of»secret. weapons and 
so forth to publish the details to the world, nevertheless if any. city 
government were to follow the purchasing practices of the Department 
of Defense they would be blasted as grossly incompetent, and. in league 
with the suppliers, : ; ; 

Now, I think 7 years ago the Senator from Illinois first,raised this 
point, Nothing happened... The battle, has. been raised.on the House 
side. I think the Congressman from Missouri.has raised. it. 

Representative Curtis. Constantly... | 
The Cuarmman. This continues year after year. | 
Now is there anything that we can do to force the Department of 
Defense to comply with decent compensare practices? 
gg: tl enator, FE am, not w i 


olly. acquainted. with. the statistics 
you mentioned. But T recognize that the situation does exist.. ‘OQb- 
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viously the Department of Defense pee have this responsibility, 
And I think they could answer much better than I can as to the ratio, 

I would like to point this out. That when it comes to ee 
an Atlas missile or any of the other modern weapons of war whi 
involve tremendous amounts of money, I don’t believe it is possible 
to get competitive bids. 

e CHarrman. My time is up. : : 

For the sake of the newspapermen, I would like to identify the 
first report. which lies on the table there as coming from the House 
Committee on Governmental Operations. And it is entitled “Fed- 
eral Real and Personal Property, Inventory Report.” I may say it 
shows total personal property holdings of the Government of $120 
billion. 

Now, let’s try the second round of questioning. And this time I 
think we should limit ourselves to 5 minutes. 

Representative Curtis. Senator, I want to pick up on just one 

int. 

T think, let’s not be too satisfied when the military come back and 
say that the negotiated bids are necessary because of the military 
aspect. I was very much interested in Admiral Rickover’s statement 
that the Vautilus was built almost entirely through et bid- 
ding. And furthermore there was no subsidies in the building of the 
Nautilus. 

I think that this is an area—and I am convinced after some’? ‘years 
study as a Member of the Congress and 4 years in the Navy—that 
in this general area we still have not gotten to the bottom. Here is 
an area in which we could be saving billions and getting more ade- 







































quate defense. 

One item I wanted to’go back to is on natural resources,. On page 
26 in “The ‘Budget in Brief” there is a véry good explanation, and 
inasmuch as Senator O’Mahoney made some points on there, there 
were two things I wanted to just have developed ‘a little further. 

One, you do say that there is money in the budget to continue in- 
vestigation and advance planning and to assemble basic data for 
future projects. ‘So I presume that it is in the future to have new 
starts in ‘water resources ? 

Mr. Srans. Oh, there is no thought at all of stopping permanently 
the development and conservation of the natural resources of the 
country. is is a budget policy for the year 1960. °° 

And, as you say, theré is ie money looking ahead to the de- 
velopment needs of the country and ways of ‘supplying those needs. 

Representative Curtis. Now, the next iterfi in this same thing— 
and this is the area I am interested in in line with my questioning: 
You state that you are making studies to figure out a better formula 
in the uniform basis of cost sharing for projects—that is, sharing with 
the local beneficiaries. 

Do you contemplate that in this area we might be able to save mone 
for the Federal Government and at the same time go ahead ‘wit 
possibly even an accelerated pace of déveloping our water resources? 

Mr. Stans. Well, I think there are several aspects to that. One is 
that a uniform policy has all the advantages of uniformity. It pre- 
vents discrimination and unfairness in some cases, and it prevents 


other projects from going ahead without a fair share of contribution 
by local interest. 
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That is one answer. 


Another answer is, of course, that if the local communities pay a 
fair share representing some of the value enhancement that takes place 
locally and the benefits they realize, it makes it possible for the Fred. 
eral Government’s money to go farther. . 

Representative Curtis. It isn’t just the local governmental com- 
munities entirely, is it? Don’t we get the local beneficiaries in the 
private sector in some of these? 

Mr. Stans. Yes, of course. 

Representative Curtis. Yes. 

Now, one other area in regard to this plugging tax loopholes that 
Congressman Reuss mentioned. 

Of course, calling it a loophole sort of begs the question in the very 
beginning, because some of these things to some people are not loop- 
holes. One ne say that last year when we p this small busi- 
ness tax relief bill, maybe we put another loophole in. But in the 
budget this time, do you not include anticipated increased revenues 
from taxation of life insurance companies? 

Mr. Stans. Yes. There are three proposals for increased taxation 
that perhaps come within the gentleman’s definition of the term. One 
is to increase the taxation of life insurance companies by approxi- 
mately $200 million a year. Another is to improve the method of 
taxation on cooperatives. 

Representative Curtis. Yes? 

Mr: Srans. And a third is to clarify the intent of the Congress on 
taxation to the extent that it is affected by depletion allowances on 
cement and clay products. 

Representative Curtis. That is a rather sizable item, is it not. — It 
is about. $200 million, as I recall. 

Mr, Stans. The first-year impact is relatively small because of the 
time involved in enactment sat putting it into effect in relation to 
the time of collecting taxes. 

We estimate that for budget purposes that the sum of the two pro- 
posals relating to cooperative activities and depletion charges is some- 
where around $50 million the first year.» In cabebpulans years it would 
be somewhat more. 

Representative Curtis. So there has been attention paid to this area 
of so-called loopholes. 

Lest I give the wrong impression, let me-say I do not happen to 
agree. with the administration in regard to; whether taxation of in- 
surance companies constitutes a loophole. I think it is very, ve 
objectionable. I might say this is a realistic proposal, so if the ad- 
ministration were proposing to gain additional revenues from chang- 
ing our method of computing oil depletion we probably couldn’t count 
on that very heavily with the Congress as constituted. 

Mr. Stans. I think the gentleman knows that better than I do: 

Representative Curtis. Yes. I might say I join with my coileague 
from Wisconsin that that is an area we need to look into. | I have rec- 
ommended it many times. But I am.a re.:list in politics, too, to some 


‘ee 
presentative Reuss. Would the gentleman yield? 

Representative Curtis. Sure. 

Representative Reuss. I have an observation on that point. It is. 
true, you know, that the predecessor to the present President did 








70 ECONOMIC. REPORT OF THE PRESIDENT 


repeatedly, although in vain, request Congress to, plug the depletion 
loophole, , » he 

‘io resentative Curtis. I doubt it: inasmuch, as, the 81st Co: 
was also of the same party of the incumbent President, 

So maybe that was just a Republican assumption. 

Representative Reuss, I believe not. ; 

Representative Curtis, That is all, Mr, Chairman. 

The CHarrman. Congressman Patman., a 

Representative Parman. Mr. Stans, I appreciate the fact that you 
have a difficult job. I sranpethien with yeu in your efforts to render 
the fine public service that: I know you are trying: to render, 

I know you are trying to find all the, funds.that. you can in order 
to balance the budget, if possible... 

Have you considered that the Federal Reserve banks have about.$1 
billion of money that belongs to the people, Government money, that 
is unused, that is absolutely idle, that you could get if you wanted! 
And. it,.will never be used, from, testimony of witnesses before the 
committees, which have shown that this money will never be used? 
There is no opportunity for its use. It isnot invested. It is just idle, 
It.ig just there. 

Mr. Stans. Iam not aware of that, Congressman. 

I think that may be an area in which the Secretary of the Treasury 
will be much more competent than I. 

Representative Parman. The Secretary of the Treasury wouldn’t 
have any influence there, because the Federal Reserve has been recog- 
nized by this administration as an independent organization. In other 
words, a fourth branch of the Government. 

The, Secretary of the T wouldn’t have any influence over 
that. But I think the Director of the Bureau of the Budget, a recom- 
mendation from him that these funds be utilized, I think, would be 
very helpful, Iam not trying to put you on the spot. But I suggest 
you give it consideration. 

Mr. Srans., Thank you,sir. Weill. 

Representative Parman. Another thing is about these interest rates. 

You know we have to meet with Russia on all these economic re- 
quests. Russia has a pattern of interest rates to these countries with 
whom they are dealing and advancing hundreds of millions of dollars 
for different purposes—dams and everything else. And that pattern 
is not in excess of 214 percent interest. 

Now, I never see that published anywhere in the United States. I 
don’t think there is any effort to keep the people from knowing that 
Russia makes these loans at 214 percent interest. But I have never 
a that published in any magazine or newspaper in the United 

tates. 


Yet it is a known fact that Russia does not charge more than 2144 
percent interest. 

Now, if we continue to build up our interest rates’and increase them 
to where we will have to charge 4,5, and 6: percent, we won’t have 
much chance to compete with Russia in that area.’ So, we are placing 
ourselves at a disadvantage in foreign affairs. 

And I hope the Director of the Bureau of the Budget andthe ad- 
ministration will give consideration to'that.in»the future. ‘Instead 
of doing things that will increase interest rates, efforts should be made 
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to turn monetary and debt management policies ina way that will 
actully cause a reduction of interest, rates, not only because,of our own 
internal domestic problems, but also.in. competition with Russia-in the 
areas in which I have mentioned. I will not take any more time, Mr. 
Chairman. 

The Cuairman. Congressman. Kilburn ? 

Representative Kingurn. One thing, Mr. Stans; that Iam not clear 
about. in connection: with the questions of our chairman. about. the 
Defense Department and negotiated contracts is this: What. authority 
does the Bureau of the Budget have over the Defense Department, if 
any, to, force them to make—to force them,to have competitive bids? 

Mr. Stans. Iam not sure'that there is any statutory authority.. On 
the other hand, I think that if the Bureau of the Budget came to,the 
conclusion that this was by any chance a costly or wasteful, process, 
that it would be within our responsibility to advise the President. of 
it, discuss it with the Department of Defense and see that appropriate 
action was taken. ; 

I think that might come under our general budgetary responsibility 
or it might even come. within our. responsibility for. improvement of 
management of the Government. 

I think this is a situation, however, in which the Defense people 
would have all of the facts with which to enter their own answers to 
the questions that have been raised. 

The Cuatrman. May I point out that one of these. reports, these 
advertised contracts, comes from the Secretary of Defense himself. 

Representative Kirpurn. What I wanted to get clear is this: There 
is an.area in there, it seems, that is probably a little vague. Here the 
Defense Department. comes to you, as I understand. it, for what they 
want in the bud t; is that correct ? 

Mr. Stans. That is correct. 

Representative Kiupurn. They must justify to you the proposed 
expenditures. But, when it comes to the separate question of the way 
they are running the Department of Defense, it seems you are on a 
spot. I don’t knowhow far you can go into that. 

Mr, Stans. Well, obviously the Bureau of the Budget..with 425 
people cannot maintain surveillance over all of the activities of all 
of the agencies of the Federal Government. However, if something 
comes to our attention in the ordinary course of: events, such’ as’ the 
case of this hearing, that suggests that Defense may be spending 
more money than is necessary, certainly we would undertake to have 
discussions with the Department. of the Defense and see whether they 
could satisfy us that that was not the case, 

And certainly I will have some discussions with the Secretary of the 
Defense on the subject. 

This. is the first time it has come to my attention as a matter. of 
potential difference in the expenditure levels of the Department. 

Representative KiLBurn. Well, I can. see where Senator Douglas 
mentioned some items there that he thought should be. cut, and.so 
on; that that would be certainly. within, your jurisdiction: But I 
am not clear whether or not, it.is,within the jurisdiction of the Budget 
to tell the Secretary of Defense how he-shall operate that, Depart- 
ment, And if it is within your jurisdiction, I, would like to know. 

Mr. Stans. Well I think clearly itis withi the President’s responi- 
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sibility and authority to investigate a matter of that type. And as 
an arm of the President —. with the level of expenditures in the 
Government, I would assume that any question of authority to look 
into this matter could easily be clarified. And I do intend, as I said, 
now that the question has been raised, to discuss the matter with the 
Department of Defense; because certainly I have just as much interest 
as any member of this committee in seeing that we don’t spend any 
more money than is ee in the operation of the Government. 

Representative Kirsurn. That is all, Mr. Chairman. 

The CHarrmMaAn. Congressman Reuss. 

Representative Reuss. Mr. Stans, at this time last year the adminis- 
tration’s budget included an estimate of $74.4 billion in estimated 
revenues. 

According to your figures today the actual receipts from revenues 
— going to be more than $6 billion under that, on the order of $68 

illion. 

Bear in mind the fact that just a year ago the recession was pretty 
close to its trough ; and bear in mind further the fact that the adminis- 
tration has pronounced itself as agreeably surprised by the fact that 
the recession ended, as it puts it, a little sooner than it had expected. 

In the light of this, and in the further light of the fact that ina 
revenue estimates for the upcoming fiscal-year are around $3 billion 
more than they were originally estimated for the present fiscal year 
or almost $9 billion more than the current estimate of receipts, what 
reassurance can you give us that your present revenue estimates aren't 
based on the same overoptimism that they turned out to have last 


ear. 
Mr. Srans. I would be glad to answer that because it may be very 
helpful in supporting this o77 billion level of revenues. 

First of all may I say without wanting to be in any way in dis- 
agreement with the gentleman that I don’t think the administration 
would agree that it was agreeably surprised ‘at the recovery. I think 
that most of the members of the administration would feel that they 
were pleased that their confidence was vindicated by the recovery. 

Representative Reuss. Presently I shall send some evidence to the 
contrary tothe Budget Director. 

Mr. Stans. Thank you. 

With respect to the level of revenues there are two principal factors 
that I think bear on the validity of the $77 billion estimate. One is 
that in the recession of 1954-55 there was a similar pattern, and the 
recovery in revenues in fiscal 1956 over the low year of 1955 after ad- 
justing for comparability in corporation tax payment dates was over 
$9 billion, and that at a time when our economy was, of course, at a 
somewhat lower level than today in size. So that is fact, No. 1, that 
the recovery from the last recession supports the increased expectation 
of the $9 billion. 

Secondly, there has been a lot of conjecture and discussion and a 
o— deal of published material on the expectations of the recovery 
that will take place in fiscal 1959 and 1960. And most of that seems 
to center on estimates of Federal revenues ranging from a low of 
$75 billion to a high of $78 billion. At least I have not seen any 
estimates that went outside of that range on either the low side or 
the high side. The $77.1 billion figure in the budget is made up of 
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two factors. A figure of $7614 billion for the expected revenues from 
resent tax sources and under present tax rates, and about $600 million 
Roda new tax sources and other sources of miscellaneous receipts. 

Representative Reuss. By “other sources,” you mean what you dis- 
cussed with Mr. Curtis a moment ago? 

Mr. Srans. I discussed most of them with him; yes. The fact that 
the revenue estimate from existing tax rates and sources does lie 
coincidently at the midpoint of the 75 to 78 range, I think is added 
support for the belief that it is a reasonable estimate. 

e Secretary of the Treasury may want to comment more on this 
point because under the division between Treasury and Budget in 
preparing the annual budget, Treasury takes the lead on the revenue 
side in conjunction with the Council of Economic Advisers; and of 
course’ our responsibility is primarily related to the expenditure side. 

Representative Reuss. Thank you very much. I certainly hope you 
are right on the revenue estimates. 

The Cuarmman. Mr. Stans, in past years I have been somewhat dis- 
tressed at the failure of the administration’s budget to provide any ex- 
penditure for contributions by Federal agencies to the civil service re- 
tirement fund. Now claims against this continue. Failure to pro- 
vide the Government’s share means that this policy is inconsistent and 
inadequate. And the pension fund will go bankrupt. And later ad- 
ministrations will have to make good the past deficiencies. 

Now, I have searched this budget very, very carefully and I do not 
find-any specific items, either in the general budget or in the lists for 
individual departments or agencies, for contributions by the Govern- 
ment or by their agencies to the civil service retirement fund. Now, 
where is this shown in the Budget, if it is shown ? 

Mr. Srans. Mr. Chairman, answering your question with respect 
to the location of the Budget first; page 881 shows that the total con- 
tributions by the Government in fiscal year 1960 will be approxi- 
mately $721 million, and the earnings of the fund on its holdings of 
Government securities will be approximately $224 milion. Underthe 
amendments to the Civil Service Retirement Act passed a couple of 
years ago, each agency of the Government is required to pay directly a 
contribution of 614 percent of the payroll, matching the deduction 
made from the employees’ earnings. 

The Cratrman. Is that item entered under the various depart- 
ments? 

Mr. Stans. Yes. 

The Cuarrman. Of each department ? 

Mr. Stans. Of each department and agency. 

The Crarrman. Well, where is this allocation by agency? And 
have they made up any—have you made up any for past deficits? 

Mr. Stans. This is a current contribution that appears within the 
budget structure of each of the agencies. 

Now, I am well aware of the fact that there is a great deal of dis- 
cussion and difference of opinion as to whether or not further contri- 
butions ought to be made by the Federal Government to put the fund 
on an acturial basis. The position of this administration has been 
that that is not necessary. 

The Cxarrman. Although it has been insisting on full reserves in 
the social security fund aid in the railway retirement fund. 
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Mr. Srans. Well, Senator, I think there.is.a difference in the char- 
acter of these funds that you describe, "The social security fund is 
made up by contributions from private, employees and. employers. 
There is no contribution or obligation on the part of the Federal Gov- 
ernment for privately employed workers, 

The Cuamman, Excuse me, Mr. Stans. I, would like to point out 
that in this case the Government is the employer. 

Mr. Stans. That is correct. ; : 

The Cuarrman. And it. binds itself to make equal contributions to 
the employees. . Yet in past years it has failed todoso. 

DoT understand that this year it is doing so? 

. » Mr. -Srans. The Government. has never failed to make some annual 

contribution to this fund; to ‘ae best of my knowl , 

The Cuarrman. For instance, I have here the Department. of Jus- 
tice... Where in the Department of Justice budget; is there allowance 

for these contributions and are the contributions adequate ? 

Mr. Srans. While Mr. McCandless is looking for the precise item, 
son I amplify my previous answer with respect to the social security 

und? 

The Cuatrman, Well, what pageis thison ? 

The Department, of Justice begins.on page 749. Now just where 
is the item ? 

Mr. Srans. It is under code 11,on page 755 of the budget. In the 
first. table that appears on the upper lefthand. corner of the page 
“Grants, subsidies, and contributions.” . 

. That is in the amount of $1,706,000. for. 1960... And that includes 
the contribution. of the Department of Justice to the;civil service re- 
tirement fund. ; 

The Cratrman. Well, that. is certainly an ambiguous entry, 
“Grants, contributions, and subsidies.” 

Is that-the uniform way in which these contributions are covered 
up throughout the Department? Is that the uniform classification? 

Mr. Stans. That is the uniform classification. It is not for an 
panhore of coverup. Because the total figure is shown, as I said, 

ater on in the budget. 

The CuarmMan. Well, is that GA Percent on the payment for per- 
sonal services that the Department charges ? 

Mr. Stans. To the extent that the employees are. covered under 
the Retirement Act. 

The CHarrman. How much is the present deficieney according to 
actuarial estimates in the civil service retirement: fund ? : 

Mr. Stans. I am not sure of the latest Lam given to under- 
stand that it is in the general area of $18 to $20 billion that would 
be required to put the fund onan actuarial basis. | 

May I say why the administration believes that is not, necessary ? 

And again I go back to distinguish between the social, security 
fund, which is a trust. fund held ie Government, for employers 
and employees other than Government..; The.civil service retirement 
fund is contributed in part. by employees—— 

The Cuarrman. ‘So is social security. ,,, ra 

Mr. Stans. That is correct. But in the case of. the civil. service 
retirement fund the Government is the employer, as the Senator has 
said. In the:case of the social security fund, he employers are other 

than the Government. 
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Now, the. difference is simply this: That to insist on full payment 
of the $20 billion required to put, the fund on an actuarial. basis it 
seems to us is to call :into question the credit of the U.S, Government. 

The ‘receipts of the fund, including deposits by: the Govern- 
ment employees, amount to about $1,/00 million im fiscal 1960. 
Withdrawals from the fund will be less than 60 percent of that. So 
the balance in the fund actually is continuing to increase. 

The CuHarrman. Of course in later years the payments out of: the 
funds in the form of benefits will vastly exceed the contributions to 
the fund by employees. 

You will show balanced budgets in these years and the groups 
which inherit the Government later will show deficits. 

Your party will say this is proof of the financial insolvency of the 
Governments that come later. This isa very cute dodge. 

Mr. Stans: It depends mainly on the rates that. are in effect and 
the amount of benefits paid in future years. 

The CHatrman. My time is up, I know you have to leave at 12. 
I think Congressman Curtis should have a chance. 

Representative Curtis. I simply wanted to get some additional in- 
formation that I think you can supply. The budget provides for an 
increase in funds for statistical programs. Of course that is some- 
thing this committee is inte in. I am glad to see the increase, 

The question is will this be enough to provide for substantial im- 
provement in construction statistics which have been suggested for 
several years; and also will there be funds for improving price data: 

You may not have the answers tothat now. But if you would reply 
to those questions, and possibly if you want. to expand a little bit.on 
how we are increasing funds for gaining additional economic statistics. 

Mr. Saans. Y will be glad to submit a statement in detail on 
that. But I would like to say this: There is a significant increase in 
the budget for improvement of statistics. One of those is in the case 
of construction statistics in which a new relationship has been worked 
out between the Department of Labor and the Department of Com- 
merce to make the development of those statistics more efficient and 
more effective. 

There is also money in the budget for improving the Consumer Price 
Index and for a trae of other improvements in statistical areas that 
I think will be helpful to this committee and to others in the Govern- 
ment who rely upon that type of information. 

(The additional information requested follows :) 

Basie improvement is provided in the budget for 1960 for a number of sta- 
tistical series, including construction statistics, price indexes, and the national 
income and product accounts. These proposals are summarized, with other 
recommendations for major statistical programs, in special analysis I of. the 
1960 budget document. A copy of this special analysis appears below, and de- 
scriptions of the changes recommended for construction and price statistics and 
the national income and product accounts are given in the following paragraphs: 

Construction statistics —The need for improvement of construction statistics 
has been emphasized repeatedly in recent years. Recommendations for 1960 
include new administrative arrangements in this area, consolidating responsi- 
bility for collection of construction statistics in the Bureau of the Census, and 
also increase the funds available for this program from about $600,000 in 1959 
to $1 million in 1960. 

The funds included in the Census Bureau budget estimate for 1960 are designed 
to provide more adequate data on construction activity. They will be used: 
(1) to improve the identification and listing of new nonresidential projects; 
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(2) to enlarge the coverage and improve the reliability of estimates of new hous- 
ing starts; (3) to develop more accurate estimates of the month-to-month rate 
of expenditures on the total volume and major categories of construction; and 
(4) to initiate a new quarterly series (on a national basis, without regional or 
other breakdowns) on expenditures for additions, alterations and repairs. The 
increase of $120,000 available to the Bureau of the Census in fiscal year 1959 is 
being used to initiate work on improving the identification and listing of new 
nonresidential projects, with emphasis on large projects. 

Price statistics—The 1959 appropriation to the Bureau of Labor Statistics 
included an increase of $100,000 for specific improvements in price statistics. 
This increase is beng used to improve the quality of price data in the Whole 
sale Price Index and also—on request of the House Appropriations Committee— 
to improve the medical care component of the Consumer Price Index and for 
work on the City Worker’s Family Budget. 

The 1960 budget includes funds for improving price collection forthe Con- 
sumer Price Index so that sudden price changes may be reflected in the index 
more accurately and more promptly. The increase of more than $200,000 recom- 
mended for the Bureau of Labor Statistics in this area is to initiate work 
designed (1) to increase the frequency of price collection for some important 
commodities which have wide fluctuations in price, (2) to expand: the number 
of items for which prices are collected to give better representation to certain 
types of articles, and (3) to increase the number of price quotations per city 
for items for which price variability is large. In addition, an amount of 
$230,000 is recommended for the Bureau of Labor Statistics to begin preparatory 
work for a major revision of the Consumer Price Index which would not be 
ready for publication before January 1963. . Periodic major revisions: are neces- 
sary to keep the index up to date in reflecting consumer expenditure patterns 
which affect the accuracy of the measurement of price changes, and the last 
major revision was made in 1950-52. 

National income and product accounts.—Recent reviews and appraisals of our 
national income accounts, by the National Accounts. Review Committee of the 
National Bureau of Economic Research, the Joint Economic Committee, and other 
groups, have highlighted the need for specific improvements in these accounts, 
compiled by the Office of Business Economics in the Department of Commerce. 
Appropriations for 1959 included an increase for work in this area, making it 
possible for the Office of Business Economics to complete preparation of quarterly 
estimates of gross national product.in constant dollars and to inifiate work, 
on a limited scale, on the preparation of net output measures and on ‘the esti- 
mation of purchases and sales, by industry. The increase of $115,000 also 
included first-year costs for inititating work on a survey of U.S. private invest- 
ments in foreign countries (a 2-year program). 

The increase of about $150,000 recommended for the Office of Business Bco- 
nomics in 1960 provides for continuation or extension of projects undertaken 
in 1959 to strengthen the national income and product accounts. The increase 
is planned to supplement the quarterly estimates of GNP in constant dollars 
with annual estimates by industry providing an additional tool for analyzing 
current economic conditions. The increase also provides for additional work 
on estimating purchases and sales by industry, and for completion of the survey 
of foreign investments. 

Other recommendations jor 1960.—Other increases recommended for current 
statistical programs in 1960 include funds for improving the accuracy and 
usability of foreign trade statistics (Bureau of the Census); conversion of 
monthly series on employment, hours, and earnings and on industrial hazards 
to the revised Standard Industrial Classification, for comparability with other 
series (Bureau of Labor Statistics) ; preparing @stimates of labor requirements 
for specific types of construction activity (Bureau of Labor Statisties); and 
provision of additional mechanical tabulation facilities (Office of Education): 

Funds for periodic census programs in the 1960 budget include $86.5 million 
for the 1960 decennial censuses of population, housing, and ‘agriculture; and 


$6 million for the 1958 economic censuses of business, manufactures, and min- 
eral industries. 
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SpecitaL ANALysis I. PRincrPaL FrperaL STATISTICAL. PRoGRAMS 


Reprint of pages 1000 to 1003 from the Budget of the U.S. Government 
for the fiscal year ending June 30, 1960 — 


BUREAU OF THE BUDGET, JANUARY 1959 


(Detail will not necessarily add to totals, because of rounding) 


The Budget for 1960 includes requests amounting to $38.2 million for the cur- 
rent programs of the major Federal statistical agencies, an increase of $1.6 
million over the amount provided in 1959. In addition, funds totalling $92.8 
million are requested for periodic programs, primarily the decennial censuses. 

This special analysis describes the changes in the statistical program which 
are proposed for 1960, including changes in responsibilities and increases in 
funds, both of which are expected to result in improvements and better balance 
of the overall Federal statistical program. These improvements will be reflected 
in the amount and usefulness of the information provided to the Congress, the 
Council of Economic Advisers, the executive departments and agencies, and 
other public and private analysts who need data to appraise the functioning of 
the economy, the welfare of the people, and the status of particular Federal 
programs. 

The need for comprehensive, timely, and accurate information, collected by 
various agencies in the course of performing their specific functions, but inte- 
grated into a coordinated intelligence plan, has long been recognized. The 
increased funds requested for 1960 will further a program to bring our statis- 
tical resources to a level demanded by modern needs, although they will by no 
means bring it to full-scale accomplishment. The improvements build on the 
concept, made explicit last year, of using the national income and product 
accounts as a framework for appraising weaknesses and gaps in economic sta- 
tistics. In addition, a few of the most essential requirements for maintaining 
and improving statistics to meet specialized program objectives have been in- 
cluded in the 1960 budget request. 


PROPOSED TRANSFERS OF RESPONSIBILITIES 


Construction statistics—Arrangements have been made to improve signifj- 
cantly the Federal Government’s collection and dissemination of construction 
statistics. They will be consolidated in the Department of Commerce and a 
substantial increase in funds to finance expanded work is recommended. 

Previously, statistics on construction of residential units and public construc- 
tion were compiled by the Bureau of Labor Statistics in the Department of 
Labor and private nonresidential construction statistics were compiled by the 
Business and Defense Services Administration in the Department of Com- 
merce. Also, in 1959, appropriations to the Bureau of the Census provided an 
increase of $120,000 over 1958 to initiate collection of reports on the progress of 
construction of large projects. 

Under the new plan, the Bureau of the Census will collect and release statis- 
tics on all phases of construction, including the widely used figures on housing 
starts and dollar volume of construction. activity. In 1960, an increase of 
$400,000 is requested for the integrated construction statistics program. These 
new funds, together with the amounts previously available in the Bureau of 
Labor. Statistics, the Business and Defense Services Administration, and the 
Bureau of the Census, will provide the construction statistics described below 
under Current programs, with needed improvements. 

Labor force statistics—Arrangements have been made to give the Department 
of Labor the responsibility for planning, guidance, and publication of. labor 
force statistics obtained from the Current Population Survey. At the present 
time, the Census Bureau publishes labor force and overall employment and un- 
employment statistics, while the Bureau of Labor Statistics collects data on 
nonagricultural employment based on establishment payroll reports, and the 
Bureau of Employment Security compiles statistics on unemployment insurance 
claims. Under the new plan, the Department of Labor will publish current 
comprehensive labor force, employment and unemployment information in place 
of the joint release of this information previously made by the Departments of 
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Commerce and Labor: The Bureau of the Census will continue to collect and 


tabulate labor force statistics from its Current Population Survey sample 
households as an agent of the Bureau of Labor Statistics. These new ae 
ments do not involve any overall increase in funds but analysis of labor force, 
employment and unemployment statistics will be facilitated and usefulness of 
the statistics will be enhanced by consolidating the responsibility for theas 
programs in a single agency. 


CURRENT PROGRAMS 


Growth in the principal current statistical programs reflects the continued 
demand for improvement in our statistical system. Users want more reliable 
statistics, in greater detail, on a faster time schedule. In 1960, principal em- 
phasis is centered on the improvement of construction statistics, and the neces- 
sary work of repairing and maintaining at acceptable levels of accuracy 4 
number of the important current economic indicators. The 1959 appropriations 
provided for minor expansion in a number of fields with some emphasis on the 
areas of production and distribution and national income accounts. About half 
of the dollar increase shown between 1959 and 1958 is accounted for by = 
additional costs of the pay increase and increased postal rates. 

The summary of principal current statistical programs shown below consol 
dates the programs of the major agencies, classifying them by broad ‘subject 
matter area to indicate the interrelationships of programs carried out by dif- 
ferent agencies and to aid in evaluating the Government’s overall ora 
system. The increases are limited to the most urgent items. 


Direct obligations for principal current statistical programs, by broad subject 
areas 
[In millions] 






—_—— — 


Program 1958 actual | 1959 estimate , 1960 estimate 





Labor statistics (Departments of Labor, Commerce, and 


Agriculture) 3_- .- - - . ns -pes ssn cgugwe geese = eaeness $6.4 $6.9 $7.4 
Demographic eatin (Departments of Commerce, Agricul- 
ture, and Health, Education, and Welfare) _...-....---....- 5.5 5.9 6.0 
Femes end price indexes (Departments of Labor and Agricul- + 
siete 22 dbs se i LI aL 5 3.8 41 
Production and distribution statistics (Departments of Agri- 
CURRIES OR OOD nnn Seen acanmereensrarnern 12.9 14.0 14.1 
Construction and housing statistics (Departments of Com- 


mercerand Gabor) 0615. ci. oss i swiablevinlacalisn 8 8 12 
‘National income and business financial accounts (Depart- 

ments of Commerce, Treasury, and Agriculture; Federal 

Trade Commission, and Securities and Exchange Commis- 






DAL tiigast tsusll.oltuusbagaiiepioinbs.. 4.6 5.1 53 
Pe eae Lae Teens , 36.6 38.2 





1 Departments of Labor and Agueeliars in 1960. 
? Department of Commerce in 1960. 


The agencies whose programs are included in this summary, in whole or in 
part, are shown in the table at the-end of this analysis. Many other agenciés 
contribute to the statistical system by recording and reporting on their admit- 
istrative operations or summarizing regulatory reports, claims for benefits, or 


other information supplied by the public. In the interests of economy, the. 


statistical system makes as much use as possible of such administrative record- 
keeping, rather than initiating duplicate collections of data. Budget informa- 
tion for such agencies is not uniformly included in this summary, however, 
because of the difficulty of allocating separate cost figures for statistical it~ 
formation arising as a byproduct from program operations. 
Shifts of emphasis among the broad subject areas are summarized in thé 
discussion below, which lists the more important proposals in each area. In 
comparison with ‘similar summaries in the past, the classification by broad areas 
has been affected by the proposed transfer of responsibility for labor force data 
from the Department of Commerce to the Department of Labor. In former 
years, all statistics derived from the Current Population Survey were Classified 
as labor statistics, since this was their principal nature. Now, those statistics 
subject to the transfer continue to be included with labor statistics, and the 
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remainder have been shown as demographic statistics. Estimates of the cost 
of such demographic statistics have been made for 1958 and 1959 so that the 
figures shown in the summary in this analysis are on a comparable basis for ~ 
each subject area. ! 

Labor statistics —Two increases over the sent program are recommended 
for 1960, both of which concern projects that are to be undertaken by the 
Bureau of Labor Statistics. In the first, estimates of labor requirements for 
specific types of construction activity, based on modern construction methods, 
will be developed for use in estimating the impact of new construction programs 
on employment and for improying productivity statistics. An increase of about 
$160,000 is included for this proposal. The second project requires about 
$250,000 to provide for converting the monthly employment, hours and earnings, 
and industrial hazards series to, the revised Standard Industrial Classification. 
As a necessity for maintaining Government statistical series on a comparable 
basis, the Bureau of the Budget has recommended that all agencies adopt this 
revised classification and introduce it into their statistical compilations for 1958: 
or as soon thereafter as possible, 

Other programs in this subject. area, for which no increases are requested in 
1960, are the statistics compiled by the Bureau of Labor Statistics on wages, 
labor turnover, and foreign labor conditions, as well as the labor force, employ- 
ment and unemployment statistics for which responsibility will be transferred 
to the Labor Department in 1960. This area also includes statistical work by 
the Agricultural Marketing Service on farm labor. 

Demegraphic statistics—An increase of nearly $100,000 over the 1959 esti- 
mated obligations is requested for the Office of Education in the Department of 
Health, Education, and Welfare, in large part to provide additional mechanical 
tabulation facilities. Not included in this analysis are funds under title X of 
the National Defense Education Act for grants to the States for improvement 
of educational statistics which amount to $1. million estimated obligations in 
1959 and $1.5 million in the 1960 budget request. 

No changes are requested for other eurrent programs of demographic statis- 
tics, which include: National statistics of births, deaths, marriages, and divorces 
compiled by the National Office of Vital Statistics in the Public Health Service; 
the National Health Survey conducted by the Public Health Service; popula- 
tion characteristics, estimates and projections; migration, and income statistics 
prepared by the Bureau of the Census; and studies of the farm population by 
the Agricultural Marketing Service. 

Prices and price indexes—An increase of more than $200,000 over 1959 is 
recommended for the Bureau of Labor Statistics to improve price reporting for 
the Consumer Price Index by increasing the frequency of price collection for 
important commodities which show wide price fluctuations; by expanding the 
pricing sample to include better representation of certain types of articles; 
and by increasing the number of price quotations per city for items for which 
price variability is large. These changes will enable the Consumer Price Index 
to reflect sudden price changes both more accurately and more promptly. An 
additional request for funds for preparatory work in 1960 for a periodic revision 
of the Consumer Price Index is described below, under Periodic programs. 

No changes are proposed for the wholesale price series compiled by the 
Bureau of Labor Statistics nor for the programs of the Agricultural Market- 
ing Service on prices received and paid by farmers and on factors affecting 
prices, supply, and consumption of agricultural products, 

Production and distribution statistics —In 1960, about $100,000 is recommended 
for improving the accuracy and usability of foreign trade statistics compiled 
by the Bureau of the Census by providing funds to work with the Customs 
Bureau and importers and exporters to eliminate inaccuracies in the basic docu- 
Ments and to improve the summary tabulations for analysis of foreign trade. 
Increases in 1959 appropriations provided for some improvements in the field 
of agricultural production. The 1959 budget involved increases in several 
Census Bureau programs, as part of the integrated program to improve basic 
current statistics on the operation of the economy aid to strengthen our national 
economic accounts, for improving sales and inventory statistics for manufac- 
turing industries and for retail and wholesale trade. 

In 1960 other. programs in this area are expected to remain at the 1959 level. 
They are: The current programs of the Bureau of the Census on retail, whole- 
sale, and service trades, manufacturing, and agriculture; the Agricultural Mar- 
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keting Service programs on crop and livestock estimates; and the Agricultural 
Research Service program on the economics of farm production. 

Construction and housing statistics —In 1959, the Bureau of the Census ini- 
tiated work, primarily methodological, looking toward the development of im- 
proved estimates of construction activity. With additional funds and the cen. 
tralied responsibility for construction statistics, as explained above, the 
Bureau in 1960 will maintain the present series on housing starts and constr 
tion activity, will work toward the improvement in coverage and accuracy | 
these series and will initiate a new quarterly series on expenditures for mainte 
nance, repairs, and alterations of existing properties, sil 

Under the proposed arrangements, there will be no program for compilation 
of construction and housing statistics either in the Bureau of Labor Statisti 
or the Business and Defense Services Administration. However, labor require 
ments for construction activity, as noted above, will be developed by the Bureay . 
of Labor Statistics as part of its work on productivity estimates. 

National income and business financial accounts—An increase over the 1959 
program of about $150,000 is requested for further improvement and extension 
of the national income accounts. In 1959, the Office of Business Economics is 
preparing quarterly estimates of gross national product in constant: dollars, is 
initiating preparatory work: on estimates of purchases and sales by industry, 
and has begun a survey of United States private investments in foreign coun- 
tries. The funds requested in 1960 will provide for completing the survey of 
foreign investments, for developing product estimates in constant dollars by in- 
dustry, and for expanding work on the estimation of purchases and sales by 
industry. Real net product estimates by industry, consistent with other national 
income and product estimates, will provide an additional tool for the analysis 
of current economic conditions by showing changes inthe contribution each 
major industry makes to the net national product. : 

The category “National income and business financial accounts” includes all 
the work of the Office of Business Hconomics—preparing estimates of national 
income and product, measuring and analyzing business trends, and: computing 
the balance of international payments. It also includes the work of the Internal 
Revenue Service in tabulating statistics from personal and corporate income 
tax returns; estimates of farm income by the Agricultural Marketing Service; 
statistics on the financial and other operations: of State and local governments 
eompiled by the Bureau of the Census; the quarterly financial reports program, 
presenting income and balance sheet data for manufacturing corporations, con- 
ducted jointly by the Federal Trade Commission and the Securities and Bx- 
change Commission; and other economic. statistical series compiled by the 
Securities and Exchange Commission. In 1959, for the: first time, important 
items of information from individual income tax returns were tabulated and 
made available by the Internal Revenue Service within the year in which the re 
turns were filed. This speeded-up program will be continued. No increases in 
funds, other than those noted above for the Office of Business Economics, have 
been requested for 1960 for the programs included. in this category. 


PERIODIC PROGRAMS 


Periodic programs are summarized separately because the wide fluctuations in 
their costs from year to year would obscure comparisons of annual costs of the 
current statistical programs, and would prevent drawing reasonable conclusions 
on the status of these programs. Included in the periodic programs are the 
major censuses, scheduled by law at 5- or 10-year intervals, and initiation of a 
major program, to revise the Consumer Price Index. 
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Periodic censuses.—The periodic censuses are important because they provide 
a wealth of information on a detailed classification basis, with many cross- 
classifications of characteristics which the current statistics programs cannot 
provide; because they supply information on small areas not available from any 
other source; and because they provide a frame or benchmark for many current 
statistical series. ; 

Funds are requested to continue work on the censuses of business, manu- 
factures, and mineral industries which will be taken early in 1959 covering the 
year 1958, These censuses, taken every 5 years, provide data on the volume of 
production and trade, the number, size, geographical distribution, and other 
characteristics of 3.3 million business and industrial enterprises. * The‘ 1959 
appropriation provided for the collection of the information, and the 1960 request 
for $6 million new obligational authority will provide for most of the processing 
and tabulating work and for printing preliminary bulletins. A final request 
will be required in 1961 to complete the tabulation of all summary tables and 
for the final printing costs. 

Funds requested for the decennial census program in 1960, $86.5 million, repre- 
sent a large part of the cost of the agriculture, population, and housing censuses. 
Appropriations for preparatory work on these censuses in 1958 and 1959 
amounted to nearly $11 million, and it is estimated that an additional $20.5 
million for tabulating and printing in later years will bring the total cost of these 
three censuses to $118 million. These costs are based on the expectation that 
the population to be enumerated—the principal “workload”—will approach 180 
million by April 1, 1960. Ten years ago, the population enumerated was just 
over 150 million. The number of farms, on the other hand, has decreased: Also 
implicit in these estimates are the savings made possible by specially developed 
electronic equipment. The funds requested in 1960 will provide for the enumer- 
ation and part of the processing and tabulating work for these censuses. A 
large part of the information on characteristics of population, housing, and 
farms will be collected from a 25% sample. This sampling, together with the 
use of electronic equipment, is expected to speed up the publication of detailed 
results, making them more timely and thereby considerably more useful. 
Enumeration of farms will begin in the fall of 1959 and of population and 
housing in April 1960. 

The 1957 census of governments will be completed this year, and no funds are 
requested in 1960. 

Major revision of the Consumer Price Index—Every few years ‘a survey of 
consumer expenditures is a necessary part of keeping the Consumer Price Index 
up to date... Occasional surveys of consumer buying are necessary to make the 
index reflect in proper proportion the effect of current price changes in specific 
grades and types of articles, shifts in- types of outlets patronized, and other 
changes in consumer expenditure patterns which affect changes in the general 
price level. This basic series was last revised in 1950-52. An amount of $230,000 
is recommended for the Bureau of Labor Statistics to engage in preparatory 
work on a consumer expenditure survey and other research necessary to appraise 
and revise the index. An effective revision will take a number of years and 
several million dollars. The revised index is not expected to be ready for 
publication before January 1963. 
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Direct obligations for principal statistical programs, by agency 
{In millions} 


Bureau of the Census. 
Business and Desese Services Administration: Construction statistics. 
Office of Business Economics 
Department of Health, Education, and Welfare: 
Office of Education: 


National Office of Vital Statistics 
Public Health methods and reports....-.-..------------+---++/+--- 
Deen of Labor: 
oer Labor ger cme 


Financial re! 
Securities and Exchange Commission: 
Operational and business statistics. 


PERIODIC PROGRAMS 
Dasma of Commerce: 
ureau_of the Census: 
wr y058 censuses of business, manufactures, and ‘mineral industries_-_ 
18th decennial! census 
1957 census of governments 
1954 censuses of business, manufactures, and mineral industries... 
Department of Labor: 


Bureau of Labor Statistics: 
Revision of Consumer Price Index 
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Representative Curtis. Thank you. 

Now, one other thing. 

I wonder if you could supply for the record the cost and revenues 
in connection with each of the major of postal service—increase 
in revenues—for fiscal 1958, 1959, and 1960. That is for the record. 

Mr. Srans. For each of the classes of postal service? 

Representative Curtis. Yes. 

Mr. Stans. I don’t think, sir, that that information is available 
up to date. The information that fixes the costs and revenues by 
classes of postal service is contained in the cost ascertainment report 
of the Post Office Department. And I think the latest one available 
is for the fiscal year 1957. 

‘Representative Curtis. Could you supply for the record any addi- 
tions te that statement as to what data there might be and where you 
could refer the committee ? 

Mr. Srans. I will check with the Post Office Department and get 
whatever information is available and put it in the record. 

(The material referred to follows :) 


The budget document contains, on page 794, the following table on mail 
volume and revenues by class of mail or service for the fiscal years 1958, 1959, 
and 1960. Cost data by class of mail or service are available from the Post 
Office Department’s cost.. ascertainment. reports only for actual years. No 
estimates are made for fiscal years not yet completed. The cost ascertainment 
report for the fiscal year 1958 is nearing completion and will be available in the 
near future from the Department. 


~ 
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Representative Curtis. One final area: How far are we getting on 
this total—or do I understand we are working on a total Government 
inventory of lands, buildings, and so forth, and so on ? : 

Is that true? . 

Mr. Stans. Well, that, sir, is one of the important items of informa- 
tion in the report that Senator Douglas mentioned earlier at this hear. 
ing this morning. It is an inventory of the property owned by the 
Federal Government to the extent that such an inventory can be pre- 
pared from available information. 

Representative Curtis. Now, that is complete now? 

Mr. Srans. I don’t know—no, I don’t think it is complete. | 
think it is gaining in completeness from year to year. But the report 
speaks for itself in indicating that there are still a number of areas of 
information that need to be added. 

_ Representative Curtis. Now, one specific thing. Does that include 
—and I want to apologize for not being more familiar with that re- 
~—s cm that include cash and credits like counterpart funds, for 
example? 
oy I don’t believe it does. oa 

Representative Curtis. There was some mention of counterpart 
funds. How about—I wonder if you will either give me now, or sup- 
ply for the record, what there might be in Public Law 480 funds? 

First let me ask you: You don’t call those counterpart funds; do 

ou 
r Mr. Stans. We don’t call them counterpart funds. But the request. 
from Congressman Patman is for a statement which includes Public 
Law 480 moneys as well. 

Representative Curtis. It would include those and it would be 
segregated so we can tell how much is counterpart and how much is 
Public Law 480; is that right? ‘ 

Mr. Stans. That is right. 

(The information referred to is included in the material previously 
inserted above on p. 50.) 

Representative Curtis. That is all. 

Representative Patman. Now when the social security law was 
being advocated in the early 1930's, it was contempl by many 
Members who were supporting that social security law at this time, 
that this reserve fund would eventually be large enough to absorb— 
that is, wholly own—the entire national debt. And the argument was 


made then that the interest paid on the debt held by. the social security 


fund would go back to the people. Therefore, the national debt 
would not be so burdensome. ; 


os 


Now, we have a situation where there is an $18 billion actuarial 
deficiency if the figures advanced by Senator Douglas are correct.. I 


know there are powerful influences in this country in favor of higher 


and higher interest. Of course, that means lower and lower price of. 


existing Government bonds. 

Now, if that $18 billion was made available where these funds are 
supposed to go, it is possible that the competition for the outstanding 
Government bonds would be sufficiently strong to bring many of those: 


issues back to par now. I hope that the Director of the Bureau of the 
Budget will not be persuaded to recommend against supplementing 
these funds to bring up that deficiency, because the fund will be in” 
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and other markets. 
Mr. Stans. I shall be happy to discuss that with Secretary Ander- 
son and be ae by his judgment as well. I think the way the 
tleman phrased the question it appeared as though he was speak- 
ing of an $18 billion deficiency in the Social Security fund. Includ- 
ing the Civil Service Retirement fund ? 
Petteietative Parman. That is right. So if we had been every 
year making these funds available, we would have $18 billion more 
now invested in Government bonds probably. Government bonds 
have been selling pretty low; in fact lower than they have in 25 years. 
And they keep on going down. The market is thin.- This $18 billion 
would have a tremendous effect on the market. 

That is all, Mr. Chairman. 

The Cuamrman. We thank you, Mr. Stans, for coming. 

Representative Curtis. Mr. Chairman, in regard to this report of 
the Federal real estate and personal property inventory report of the 
Government Operations Committee, I notice that it is the committee 
of Con that is attempting to do this. It states: “Fourth attempt 
to get this comprehensive inventory.” 

as the Bureau of the Budget been assigned to cooperate in this 
area? Does the Bureau of the Budget have a program of its own 
underway to try to do this? 

Mr. Srans. The Bureau of the Budget does not have an active part 
in the development of that information. Much of it comes from the 
General Services Administration which. has property responsibility. 
And, of course, much of it comes from the individual agencies. 

Now, I think the gentleman raises a good point as to whether or not 
the development of some of that information might be the responsi- 
bility of the executive branch. é‘ 

If it were, I think the responsibility would fall within the Bureau 
of the Budget. Unfortunately even the Bureau of the Budget has 
budgetary problems, and we have no money to undertake that sort of 
study at this time. 

Representative Patman. One other question, Mr. Chairman. 

I don’t see anything in that book, in that report, that includes the 
assets in the form of el that have been made to the different coun- 
tries of the world. Are they in here? I don’t think they are. And 
I think ‘that would be an interesting part of the study, to not only 
include the things that they have included, which are interesting, but, - 
also, to carry the debts of foreign nations to the United States as an 
asset, whether they are or not. 

Mr. Srans. I think the gentleman is correct that the report is 
incomplete. It does include foreign loans, but I recall that it doesn’t 
include all the gold reserve that we have and things of that character, 
and I don’t believe that it purports to be complete yet. 

Representative Parman. There is no dispute at this point about the 
fact that the gold belongs to the U.S. Government. 

Mr. Stans. There is no dispute that I know of. 

The Cuatrman. On behalf of the Senate, I want to congratulate 
the House of the Representatives for the excellent work done by its 
Committee on Government Operations in making this thorough study 
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which neither the Bureau of the Budget nor any other executive 
agency of the executive body had initiated or carried through. | 

So I want to congratulate the members of this committee in the 
House on the marvelous way in which they are served by their Com: 
mittee on Government Operations, And I am very glad that the: 
Bureau of the Budget takes into account the excellence of the work of: 
the legislative branch and is beginning to make good on promises to 
help make good its past deficiencies. : 

We will adjourn until tomorrow morning at 10 o’clock, when we: 
will meet in this room for a panel on the “Economic Outlook.” 

At the request of Congressman Bolling the following is made’s 
part of the record : 






































FEBRUARY 2, 1959: 
Mr. Maurice H. STAns, ‘ 
Director U.S. Bureau of the Budget, Executive Office Building , 


Dear Mr. Stans: At the time of your appearance before,the Joint Economie * 
Committee, last Wednesday, January 28, I was, to my regret, unavoidably 
absent from the city. Since my return I have read the Committee record with 
interest. I am now writing to you to request you to submit answers, | supple 
menting your testimony, to a few questions that I would have raised, had I 
been present and that do not appear to have been dealt with either in your 
prepared statement or in the questioning that followed. ; 

I refer in the first instance to questions 2, 3, and 4, set forth in the Commit- 
tee’s public announcement of your appearance, which areas follows : 

(2) What assumptions with respect to prices, national income, personal: 
income, corporate profits, and the like, underlie the President’s. budget? 

(3) In preparing the budget how have the objectives of the Employment 
Act of 1946 been taken into account; how is the budget expected to con- 
tribute to their achievement? 

(4) What effect are changes in the budget estimated to have on the gross 
national product and on Federal revenues? 

In addition to these general and basic questions, there are two others to 
which your answers would be very helpful. They are related and are based 
on the premise that the cold war is to be taken very seriously, asia possible 
prelude to hostilities of a character and on a scale never before known by man: 

(5) (Further developing question 4:) What consideration has best 
given to the mobilization: of resources—both plant and manpower—that 
are now idle, to make sure the United States achieves an unchallengeable 
position of national defense and world leadership? (In this connection, 
you should be informed that the Joint Economic Committee, in December, 
heard the testimony of qualified. economists to the general effect that a 
growth in expenditures of as much as $50 billion a year by the end of 2 
or 3 years, for military progress, foreign economic assistance, and educa- 
tion, could be borne by the budget largely out of the increased revenues 
that such expenditures would generate through their ‘effect upon our long 
stagnant gross national product.) 7 

(6) To what extent, and in what way, does the 1960 budget reflect 
acknowledgment of the Soviet Union's repeatedly announced resolve to 
overtake and surpass the United States in production and living standards, 
as well as to maintain the lead it has in some military sectors and to 
eliminate its lag in others? > s: “iti 

I am sure you will agree with me that these are appropriate questions to 
raise at this troublous stage of our national history. The consideration given 


to them by the present administration is a matter that deserves the fullest” 
public disclosure and examination. 
Sincerely yours, 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., February 16, 1959. 
Hon. RIicHARD BOLLING, 
House of Representatives, 
Washington, D.C. 

My Dear Mr. Botrrne: Your letter of February 2, 1959, asks that I submit 
answers to five questions as a supplement to my testimony before the Joint 
Economic Committee on January 28. Your questions and my answers follow: 

- 1. What assumptions with respect to prices, national income, personal 
income, corporate profits, and the like, underlie the President’s budget? 

The budget estimates have been prepared on the basis of prices remaining, 
on the average, at their present level; exceptions to this general rule may occur 
in certain cases where agencies may have made allowances for changes based 
on actual experience with specific areas of procurement. It is assumed that 
economic recovery will continue throughout the period covered by the budget. 
The gross national product for the calendar year 1959 is assumed to be some- 
what more than $470 billion, compared with $440 billion for calendar year 
1957, with $437 billion for calendar year 1958, and with $453 billion (seasonally 
adjusted annual rate) for the fourth quarter of calendar 1958. Other assump- 
tions of particular importance in the revenue estimates are (in billions) ; 


Calendar 1958 (preliminary) 


4th quarter 


Year (seasonally \Calendar 1959 
(assumed) 


annual rate) 


Se icin pidtegepeecab~ pea agage tence s elo gee $359. 1 
36. 44.0 


$374 
47 





2. In preparing the budget how have the objectives of the Employment 
Act of 1946 been taken into account; how is the budget expected to con- 
tribute to their achievement? 

Throughout the entire process of preparing the budget, the Director of the 
Bureau of the Budget consulted with the Chairman of the Council of Beonomic 
Advisers as well as with the Secretary of the Treasury and other officials who 
were particularly concerned. Prior to making his final budgetary recommenda- 
tions, the President also consulted with the Chairman of the Council of Beo- 
nomic Advisers. In these consultations the Chairman of the Council and the 
President were continually mindful of the objectives of the Employment Act 
of 1946. In his letter transmitting the Economic Report (p. VI); the President 
points out, “The chief way for Government to discharge its responsibility in 
helping to achieve economic growth with price stability is through the prudent 
conduct of its own financial affairs. The budget submitted to the ‘Congress 
for the fiscal year 1960, which balances expenditures with receipts at a level 
of $77 billion, seeks to fulfill this responsibility.” 

The statement made on page 51 of the Economic Report is also relevant: 
“Acceptance by the Congress of the expenditure level of the 1960 budget would 
be the most important single step in discharging Government's responsibility 
to help preserve the stability of prices.and costs through prudent management 
of its own financial affairs. Moreover, adherence to the proposed expenditure 
program would provide an opportunity, as budgetary results improve with 
economic recovery, to. promote: economic. growth by making a start on con- 
structive tax reduction and reform.’ 

3. What effect are changes in the budget estimated to have on the gross 
national product and on Federal revenues? 

The lower expenditure total for fiscal 1960 reflects in large part the absence 
of certain nonrecurring 1959 expenditures such as the United States subscrip- 
tion to the increased International Monetary Fund quota and the temporary 
advances for unemployment compensation., Im part it: reflects the view that, 
in a period of sustained recovery, control of Federal expenditures: and a balance 
between income and outgo will contribute \to.a growing: gross national product 
by promoting substantial price stability. Within the reduced 1960 total, how- 
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ever, increased expenditures are contemplated for a number of programs which 
economic growth. With sustained economic growth, a significant 
increase in revenues. from existing taxes can be anticipated. 

Testimony on a specific statistical translation of the budget into gross national 
product’ terms was given the Joint Bconomic Committee by Mr. Paradiso of the 
Office of Business Economics, Department of Commerce, on January 29. . Briefly, 
he testified that Federal expenditures on an income and product account basis 
are estimated to rise about $1 billion from fiscal 1959 to fiscal 1960 even though 
budget expenditures are expected to decline $3.9 billion. 

4. What consideration has been given to the mobilization of resources— 
both plant and manpower—that are now idle, to make sure the United 
States achieves an unchallengeable position of national defense and world 
leadership? , ; 

The administration does not believe that the United States needs or that our 
people should be asked to support at this time a total mobilization of plant and 
manpower for national defense. Nor does the administration believe that na- 
tional defense programs should be expanded simply to stimulate, the. national 
economy. Rather the administration has consistently followed the policy 
our national defense programs should be designed to deter war, to provide ade, 
quate defense against possible aggression, and to provide retaliatory capability 
to be used in response to an attack. Furthermore, our defense programs should 
be capable of being sustained for a possible long period and should not aim at 
any arbitrary date of assumed maximum danger. 

Consistent with this policy, the 1960 budget provides for a military force of 
about the same overall size and composition~in fiscal 1960 as that planned for 
the end of the current fiscal year. ‘This force, however, will have significantly 
greater combat power as new weapons continue to be added to inventories, 
During the last year, we have made substantial progress in key programs for 
missiles, air defense, and dispersing our strategic bomber force. By. concen- 
trating our efforts on the more advanced and promising weapons systems,,.we 
can increase substantially our combat capabilities with a relatively small in- 
crease in the overall cost of defense. While the estimated total expenditures for 
the Department of Defense will increase $145 million from 1959 to 1960, those 
for procurement of missiles and for research, development, test, and evalua- 
tion will rise: more than $800 million. 

The President spent a great deal of time personally in preparing the defense 
part of the 1960 budget, conferring at length with the Secretary of Defense, 
the Secretaries of the three services, and the Joint Chiefs of Staff. All are 
agreed that the 1960 budget provides adequately for our national defense. 

To meet further our world responsibilities, the 1960 budget contains recom- 
mendations, some of which are for 1959 supplementals, to increase U.S. 
subscriptions to the International Bank for Reconstruction and Development 
and the International Monetary Fund, to create a joint development banking 
institution with our Latin American neighbors, to expand the Development Loan 
Fund and the technical cooperation and investment. guaranty portions of the 
mutual security program, and to continue in the military assistance program to 
provide the critical margin of weapons and military equipment required by our 
allies. 

Your question was followed by a parenthetical note concerning testimony of 
economists that a growth of budget expenditures of as much as $50 billion a 
year by the end of 2 or 3 years could be supported by the increased revenue 
that such expenditure would generate. I believe it would be irresponsible on 
the part of a Government official concerned with budgeting to put any stock 
in a theory that a dollar spent by the Federal Government will return a dollar 
in revenues, and that therefore increased expenditures would not affect the net 
budget results. Although some Federal expenditures may have economic ef- 
fects greater than the particular amount of outlay involved, it could be true 
only in very special cases, if at all, that increased spending “could be borne 
by the budget largely out of the increased revenue that such expenditures would 
generate.” And I certainly cannot believe that military and foreign economic 
assistance expenditures, which are specifically named in the parenthetical note, 
increase the productivity of our economy in this respect. Thus, the projection 
cited of a $50 billion a year increase in the budget must imply a much higher 
rate of taxation as well. This does not seem to be a wise nor necessary policy 
goal. Spending, at such a rate would surely bring dangerous inflationary pres- 


sures, and taxing at a much higher rate would surely deter long-run economic 
growth. 





10 


ECONOMIC REPORT OF THE PRESIDENT 91 


5. To what extent, and in what way, does the 1960 budget reflect acknowl- 
edgment of the Soviet Union’s repeatedly announced resolve to overtake 
and surpass the United States in production and living standards, as well 
as to maintain the lead it has in some military sectors and to eliminate its 
lag in others? : 

The fact that the Soviet Union sets as its goal the accomplishments of the 
U.S. national economy is a frank admission that the Soviets have a long way 
to go to overtake us. These recent announcements by Russia follow a revision 
of its previous economic plans, a revision made necessary because it fell short. 
The United States would benefit if Russia concentrated on raising its living 
standards by the tremendous amounts necessary to approach ours because such 
progress could be made only by diverting effort and resources from armaments. 

Unlike the Soviet Union, the United States does not expect the central govern- 
ment to provide for all the investment and research needed for economic growth. 
We rely primarily on private enterprise, with the Government fostering condi- 
tions for private economic growth and stability. In the coming period, the 
administration believes that a balanced budget such as that recommended by the 
President will contribute greatly toward this objective. In addition, some 
specific budgetary proposals which will promote economic growth can be readily 
pointed out and were discussed in the budget message. For example, the 1960 
budget (1) promotes scientific research and development with record expendi- 
tures of nearly $5.5 billion, an increase of more than $0.6 billion over 1959; 
(2) carries forward civil public works prorgams—now larger than ever be- 
fore—with $5.2 billion of expenditures, which is $0.7 billion more than in 1959; 
and (3) encourages the economic development of communities through $2.1 
billion of estimated expenditures for helping in 14 major types of capital improve- 
ments, an increase of $0.4 billion over 1959—and by the close of fiscal 1960 there 
will be commitments outstanding of over $6 billion for future Federal expendi- 
tures for the same types of improvements. Although there are some duplica- 
tions in the amounts just cited (community improvements which are also public 
works), their magnitude certainly indicates that the 1960 budget does not 
provide for activities which will promote economic progress and growth. 

I trust the above answers will be helpful to you. You are correct that such 
issues deserve the fullest public disclosure and examination and I would be 
happy to have this letter made part of the record of the recent hearings. 

Sincerely yours, 


Maurice H. Stans, Director. 


( Whereupon, at 12:08 p.m., the committee recessed, to reconvene at 
10 a.m., Thursday, January 29, 1959.) 
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THURSDAY, JANUARY 29, 1959 


Coneress or THE Untrep Sratss, 
Joint Economic CoMMITTEEr, 
Washington, D.C. 

The committee met’at 10 a.m., pursuant to recess, in room 362, 
Old a Office Building, Hon. Wright Patman (vice chairman) 

residing. 

: Present: Senator Douglas; Representatives Patman, Reuss, Kil- 
burn, Curtis, and Widnall 

Also, present: Roderick H. Riley, executive director; John W. 
Lehman, clerk. 

Representative Parman. The committee will please come to order. 

Senator Douglas is delayed a few minutes, and he asked that I go 
ahead, because one or more members of the panel will have to get away 
earlier than noon. 

This morning we have a panel to discuss the economic outlook. 
First, what is the outlook for labor force, hours of work, and pro- 
ductivity in comparison with long-run. trends. 

Second, what are the likely trends in receipts and expenditures of 
Federal, State and local governments. 

Third, what is the outlook for business fixed investment for inter- 
national investment, residential construction, and inventories, 

Fourth, what is the outlook for consumer buying of durables, non- 
durables and services, 

Fifth, what is the outlook for prices. 

We have on the panel this morning some very distinguished people. 

First, as I ca]l your name, if you will raise your hand, 

Ewan Clague, Commissioner, Bureau of Labor Statistics, Depart- 
ment of Labor... ... : 

Louis J. Paradiso, Assistant Director and chief statistician, Of- 
fice of Business Economics, Department of Commerce. 

Robinson Newcomb, consulting economist. 

Martin R. Gainsbrugh, chief economist, National Industrial Con- 
ference Board. 

Irwin Friend, professor of economics; and finance, University of 
Pennsylvania, 

William F. Butler, vice president, Chase Manhattan Bank. 

Oris V. Wells, Administrator, Agricultural Marketing Service, De- 
partment of Agriculture. 

Louis H. Bean, consulting economist. 

We are delighted to have you gentlemen. It is very nice of you 
to be here arid give us the benefit of your views. 

Shall we take them up in the order in which the names were 
called ? si 
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Mr. Clague. er 
Mr. Ciacuz. Mr. Chairman, I have a longer statement here which ont 
I shall submit for the record. I have a brief summary which I would dech 
like to read. a 
STATEMENT OF EWAN CLAGUE, COMMISSIONER OF LABOR | | © 
STATISTICS, U.S. DEPARTMENT OF LABOR aly 
Mr. Criacuz. Mr. Chairman and members of the committee, I hay mi 
been asked to discuss a wines Siow subjects which come within the és 
purview of the Department of Labor’s Bureau of Labor Statistics, i 
Because of, today’s time limitations, I shall point out only some of nt 
the highlights of the material which we have prepared: ae sub- ; 
mitting a more detailed analysis for.the record,. The, charts.at the ae 
end of this statement illustrate many of the points I am going to make eo 
this morning. a s 
LABOR. FORCE ; the 
Labor force growth in each of the past 2 years has been considerably the 
less than we eee consider to be normal, so that the total] pre 
slipped fractionally below the trend line (chart.1). © This ‘gen ee 
epee when the demand for labor is relatively light, Projections | °* 
of long-term trends into the next 2 years indicate an increase of about 
a million workers a year; however, the actual totals will be largely 
determined by how steadily the overall economy,expands. * 1 
In addition to absorbing these new entrants, we still face a con- | 
siderable’ reemployment problem. The pattern of employment re Ss 
covery has been spotty, as the three sections of chart 8 show. , Employ- | 4) 
ment in nonfarm industries in December was still more than 114 ule du 
under prerecession levels. The fact that output has recovered m lec 
rapidly than employment is not unusual, however. e tis 
The factory workweek, which tends to precede changes in sma oe as 
ment by several months, is nearly back to prerecessions levels (chart 5). Sp 
Another important factor is the stability of nonproduction wor 
employment during recessions (chart’6). This group—the people | 4; 
“who do the administrative, sales, technical, and professional work— |}, 


is growing steadily, in contrast to the frequent instability and general 
lack of growth in production worker employment. , z 

Our unemployment analyses, which are summarized in our detailed 
statement, show that unemployment at yearend was still relatively 
high among adult male blue-collar workers from the hard-goods manu- 
facturing industries. Rehiring of men‘in these industries will ae 
upon an expansion of consumer buying’ and a resurgencé of business 
investment. - 

Even with steady gains in total'employment, which we have every 
reason to expect, we may still be faced with continuing pockets of 
unemployment in some of the industries and areas which were par- 
ticularly hard hit during 1958. 


PRODUCTIVITY 


Estimates of productivity for the year 1958 as a whole, which ate 
still extremely preliminary, indicate little or no increase in total 
private output per man-hour in relation to 1957. Agricultural pro- 
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ductivity continued to grow substantially, but output per man-hour 
for the private nonfarm sector did not increase, and may have actually 
declined somewhat from the record high of 1957. This trend was to 
have been expected, since a drop in output during recessions generally 
has an adverse effect on productivity. 

Changes in productivity were not uniform during the year. The 
very limited information which we have leads us to think that during 
the early part of the year, when production was declining, output per 
man-hour also fell. 

However, during the recovery, output per man-hour increased sub- 
stantially, and in the latter part of 1958 might have surpassed the 
peak level reached prior to the recession. 

As regards the prospects for 1959, our experience during the post- 
war pete has been that the first full year of recovery after a reces- 
sion has usually shown a higher-than-average increase in output per 
man-hour. In both 1950 and 1955, for example, the increase For 
manufacturing was close to 7 percent; for the private nonfarm sector, 
the increases ranged from 4.5 to 6 percent. Based on ee experience, 
therefore, I would expect 1959 to be a good year from the viewpoint of 
productivity increases. Whether it will match the gains of previous 
recovery years, however, will depend on the extent to which output 
continues to show strong and sustained growth. 


WAGE DEVELOPMENTS 


Wage developments during 1958, at least in major collective bar- 
gaining situations, were more influenced by the rise in consumer 
prices and by commitments made in prior years than by the recession. 


Altogether, increases in wage rates were negotiated or put into effect 
during the year for about 6.8 million workers covered ” major col- 
0 


lective bargaining agreements studied by the Bureau of Labor Sta- 
tistics—including all industries except construction, services, finance, 
and Government. Almost half of these workers received increases 
specified in contracts negotiated in earlier years. 

The most common increase during 1958—taking into account nego- 
tiated, deferred, and cost-of-living adjustments—averaged 12 cents an 
hour, or about the same as in 1957—chart 12. 

There may have been some reduction between 1957 and 1958 in the 
size of the total wage and fringe benefit package negotiated, but there 
are no data that can be used to verify this impression. 

Hourly and weekly oe in manufacturing were held down dur- 
ing the early months of 1958 by the decline in hours of work and by a 
relatively greater drop in employment in the high wage durable goods 
industries—chart 13. 

However, earnings of factory workers have recently risen rapidly 
and by December were at an alltime high. Their real weekly earnings 
also advanced, and were virtually back to the previous peak. 

In 1959 some 3 million workers covered by major collective bar- 
gaining agreements will receive wage rate increases that were speci- 
fied in agreements concluded earlier. The year 1959 will be a heavy 
bargaining year since, in addition to agreements that provide for 
annual wage bargaining, many of the key long-term agreements are 
subject: to negotiations or to reopening. While it is impossible to 
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predict the outcome of these negotiations, wage rates clearly will 
continue to rise, assuming no interruption to economic recovery. __ 
However, the recent leveling off of. the Consumer Price Index will 
probably reduce escalator increases going to the more than 4 mil- 
ion workers who are covered by current arrangements. 
So more stable prices may hold down the total wage rate changes 
in 1959 as compared with 1958. 


PRICE DEVELOPMENTS 


i Our major price measures—the Wholesale Price Index and the Con- 
i sumer Price Index—rose moderately ars Bap of the recession, but 
} have held steady since the economic. upturn began in late spring. Be 
tween June and December 1958, neither of the two series fluctuated by 
more than two-tenths of an index point. The recent stability has re- 
sulted from a wide variety of changes within the overall index— 
charts 14 and 16. Some of these have been notable, but none. have 
been especially surprising. 

Dominating the trend, and moving virtually independently of the 
business cycle, have been the prices of farm and food products. As 
a result of changing supply conditions, these prices rose most sharply 
at the very time the recession was most pronounced, and then declined 
at midyear after business activity had begun to improve. ‘Another 
significant factor during 1958, although not a new one, was the con- 
tinuing uptrend in the cost of consumer services, which constitute 
more than a third of the Consumer Price Index. 

There were especially sharp rises during this past year in such items 
as hospital insurance premiums, hospital room rates, local transit 
fares, and automobile insurance premiums—chart 17. 

Prices of manufactured goods, on the other hand, have remained 
generally, unchanged during the past year, although some of them 

ave been edging upward in the latter half of 1958 as business has 
been improving. 

In assessing the significance of the 1958 trends, it is necessary to 
bear in mind that prices are slower than other economic indicators to 
reflect. the turns of the business eycle. Moreover, there is some evi- 
dence that many prices are becoming even Jess flexible on the down 
side than in earlier periods of recession. One factor in this con- 
nection may be that consumer incomes were better maintained in 1958 
than in earlier recessions. 

The decline in agricultural and food prices should continue, at a 
moderate pace, in the coming months, assuming that weather condi- 
tions are reasonably favorable. On the other hand, there is every 
likelihood that the rise in the cost of services will continue. 

In addition, the maintenance of the present pace of ‘business re- 
covery will probably exert new upward pressures on industrial prices. 
Thus, it seems fairly clear that these two opposing forces—declini 
farm and food prices and rising costs of services and some industria 
items—will tend to offset each other in the immediate future, keep-: 
ing the indexes relatively stable. 

or the rest of 1959, however, the problem is not so much what 
recent trends have been; rather it is how closely prepeanaiediagies f 
which 


the costs of doing business—will follow the economic upturn 
is now underway. 
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The major determinants in the short run will be such factors as 
the strength of consumer and business demand, the rapidity of the 
recovery, the results of labor-management negotiations, and the avail- 
ability of money and credit. 


CONSTRUCTION 


Spending for new construction will provide a substantial lift to 
the economy in 1959—chart 21.. The volume of work. put in place 
will rise above the earlier peak reached in 1955, and dollar volume 
may reach a new high of about $52 billion. Private construction 
which failed to rise in 1958 for the first time since 1949, is expected 
to resume its growth in 1959, chiefly because of a large increase in 
expenditures for housing. 

t is expected that funds for construction will be generally adequate 
in 1959, although money for home mortgages probably will become 
less readily available at the comparatively low downpayments and 
interest rates prevailing in 1958. In the present legislative frame- 
work, it is anticipated that private housing starts will continue at a 
relatively high rate in the early months of 1959 and will taper off 
thereafter. 

Thus the present outlook is for only a small rise in housing starts 
above the 1,200,000 units—public and private—which were placed 
under construction in 1958. 

Further declines are anticipated in industrial building because of 
the sharp reduction in the number of new projects started in 1958. 
The rate of decline will be much slower than in 1958, however. On 
the other hand, gains are in prospect for shopping facilities, churches, 
and schools. 

Expenditures for all types of public construction are expected to 
rise in 1959, with the major impetus supplied by the Federal Govern 
ment. 

Antirecession measures and reevaluation of defense programs have 
resulted in acceleration of projects, rising contract awards, and lar 
appropriations during 1958; these will cause sizable increases in the 
amounts spent on direct Federal and Federal-aid construction in 
1959. About a third of the increase in public expenditures will be 
for highways, which form the largest single type of public construc- 
tion—chart 19. 

Representative Parman. Thank you very much, Mr. Clague. 

(Mr. Clague’s material follows :) 


MATERIAL SUBMITTED BY EWAN CLAGUE, COMMISSIONER OF Lazor STATISTICS, 


U.S. DEPARTMENT OF LABOR, TO THE JOINT Economic COMMITTEE ON JANUARY 
1959 Economic REPORT OF THE PRESIDENT 


I, EMPLOYMENT AND UNEMPLOYMENT TRENDS 
Labor force trends , 


The total labor force, which includes the employed, the unemployed and the 
Armed Forces, increased by only a half million between 1957 and 1958, to 
71.3 million. For 2 years now, labor force growth has been less than the 
average annual gain which took place during the first half of this decade: The 
total increase for the 2 years together has been 900,000 workers—about the 
growth that would accrue in 1 year if longrun labor force increases took place 
in a regular, evenly spaced fashion. However, as chart 1 shows, labor force 
does not usually increase at a smooth yearly pace. 
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The number of persons in the labor force is, of course, closely related to the 
size of the population of working age. The size and composition of the labor 
force also refiect such longrun factors as the tendency for greater proportions 
of married women to work, the longer periods of schooling for young persons 
and the trend toward earlier retirement. However, the size of the la foree 
also expands quickly when the need for manpower is great, such as during 
periods of national emergency. Conversely, the rate of expansion slows when 
the demand for labor falls off. These shortrun changes occur mainly among 
the oldest and the youngest workers and among women. Labor force par- 
ticipation of men in the central ages is not affected by shortrun factors. 

This flexibility of labor force movement on the part of women and youths 
is evident during the course of each year as the labor force expands to supply 
additional workers for seasonal farm activities, food processing, etc., and con- 
tracts when farm and nonfarm work decline in the winter. The range between 
the summer peak work force and winter low is several million, and it is pro- 
vided primarily by adult women and young persons whose principal activity dur- 
ing the rest of the year is taking care of their home or attending school. 5 

The same groups also respond quickly to changing conditions of the labor 
market not associated with regular seasonal fluctuations. They accounted 
for most of the rapid labor force expansion in 1951, when it was n p 
to increase production and enlarge the Armed Forces following the start of the 
Korean conflict, and also during the rapid expansion of 1955 and 1956. During 
periods when job prospects were not so favorable, such as in 1954 and 1958, a 
smaller number of women and youngsters were added to the labor force. 

In order to give you an idea of how much the labor force growth can vary 
from year to year, I shall briefly review the labor force changes since 1951, 
The rapid expansion of that year added 1%4 million to the labor force in a 
single year. Growth fell off sharply in the next 2 years, bringing only a million 
net addition to the size of the labor force. As a result, the average total labor 
force, which had exceeded the trend value by 450,000 in 1951, was less than 
300,000 above in 1952 and by 1953 was back on the trend line, as indicated by 
chart 1. 

Because of the business slowdown and the decline in employment opportuni- 
ties, labor force growth was also below average between 1953 and 1954, showing 
an expansion of less than half a million. The recovery and rapid expansion of 
the economy during 1955 and 1956, however, brought into the labor market 4 
net addition of 1.1 million and 1.5 million workers, respectively. Adult women 
accounted for more than half of the expansion in the work force in the 2 years. 
As the chart shows, the total labor force was back on the trend line in 1955, 
and in 1956 was above the trend by about 700,000. 

During 1957, the labor force edged up by only 350,000 as labor demand abated. 
Additions of adult women to the work force were much smaller than in 1955 and 
1956, and labor force participation rates for young workers and men 65 and over 
declined more than expected on the basis of long-term trends. The total labor 
force returned to the trend line again. - 

In 1958, however, with the employment situation worsening in the early 
months, then improving only moderately, the total labor force fell somewhat 
below the long-term trend line. The female work force was back to about the 
size indicated by continuation of trends in labor force participation rates and 
by the increase in the female population of working age; but there were fewer 
men under 25 and over 65 than were expected from long-term trends (table 1). 
The lack of job opportunities undoubtedly deterred some school-age youth from 
seeking employment. Older men apparently retired from the work force in 
greater numbers than usual; this too was probably a result of the economic 
situation, although they had not been particularly-hard hit. 

Note that the labor force growth which occurred during 1958 actually took 
place almost entirely during the first quarter of 1958 after allowance is made for 
seasonal differences (chart 2). This was the period of the sharp drop in em- 
ployment and rise in unemployment. Between fourth quarter 1957 and first 
quarter 1958, employment. was reduced by nearly 800,000, almost entirely among 
men in nonfarm jobs. At the same time unemployment rose by 1.3 million—much 
more than the drop in employment. About 400,000 of the additions to unem- 
ployment were accounted for by adult women and young workers coming from 
outside into the labor force. There was some speculation at that time that this 
greater than usual entry of women and youths was brought about by efforts of 
wives and other family members of laid-off workers to replace loss of income. 
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That undoubtedly was a factor, since there is evidence that the labor force par- 
ticipation. rates are higher for wives whose husbands are unemployed than 
for those with employed husbands. However, a small additional rise in the 
second quarter was erased in the following quarter and, by the fourth quarter of 
1958, the civilian labor force was about the same size as in the first quarter. 


Employment and hours 


Last year when I appeared before you, we were in the midst of an eeonomic 
contraction. I pointed out at that time that a slow decline in manufacturing 
employment and hours was already under way in early 1957, but it was not 
until after August that the declines in the economy became general and sharp. 
The drop continued until the spring of 1958, and was in many respects the 
sharpest we had experienced in the postwar period. But if it was relatively 
sharp, it also proved to be relatively short. During each of the previous two 
recessions the employment downturn lasted approximately 1 year. Recovery in 
this recession began after about 8 months. Between April, the recession low 
point, and last September we recovered approximately 30 percent of the recession 
employment loss. In the past 3 months, however, there has been little employ- 
ment gain. 

Employment on nonagricultural payrolls dropped by 2,400,000, or 4% percent, 
from the prerecession peak in August 1957 until the low point in April 1958. 
(Normal seasonal variations in employment are discounted in this analysis.) 
The largest employment loss was in manufacturing, particularly in hard goods 
industries. (See chart 3.) Industries associated with manufacturing, such as 
transportation and mining, also showed severe employment lesses. Construc- 
tion employment, after slipping somewhat late in 1957, held relatively stable 
during most of 1958. Employment in services and finance, on the other hand, 
generally resisted the decline. Government employment showed consistent 
growth, most of it related to expansion in State and local school systems. 

The factory workweek also dropped sharply during the recession, falling by 
1% hours to a low of 38.5 hours in the spring of 1958. The effect of the combined 
reduction in employment and hours was reflected in a significant shrinkage of 
dollar payrolls. Payrolls in manufacturing,.mining and construction declined by 
about 138 percent between August 1957 and April 1958. Both the amount and 
rate of contraction were sharper than in the downturns of 1948-49 and 1953-4, 
when the drop over a longer period amounted to about 10. percent. 

One of the most significant factors in restricting the depth and duration of 
this reeession was the continued high level of personal consumption expendi- 
tures. This was directly related to the relatively small decline in personal in- 
come as compared to output and employment. (See chart 4.) The so-called 
built-in stabilizers played their most prominent role thus far in offsetting 
recession-caused declines in income. The most important aid in supporting in- 
come was unemployment insurance, including the extended benefits under 
temporary programs which went into effect in the middle of 1958. Recent 
liberalization of our old-age and survivors’ insurance programs also made retire- 
ment benefits available to many of the older persons affected by the business 
decline and, for the first time, to a large number of self-employed farmers. 

In addition to Government programs, there were also stabilizing influences 
developed in the private economy, the most noteworthy of which were increased 
payments under supplementary unemployment compensation plans as well as 
expanded programs for severance pay and retirement. Also serving to dampen 
the decline in personal incomes was the general maintenance or increase of wage 
rates, and the relative stability of nonproduction worker employment. 

The pickup in employment and hours of work following April 1958 continued 
steadily for about 5 months. Total nonfarm payroll employment, seasonally 
adjusted, went up about 700,000, or 30 percent of the job decline of the previous 
fall and winter. Manufacturing, where most of the total decline occurred, re- 
covered about 300,000 of its 1.6 million recession job loss by September—about 
20 percent. Much more striking gains were registered in hours of work. The 
manufacturing workweek had risen most of the way back to. the prerecession 
level by September, and overtime work was again common in many manufactur- 
ing industries (chart 5). 

The pattern of employment recovery has been spotty, however. In some in- 
dustries which have been severely affected by the recession, such as transporta- 
tion and mining, there has been no employment recovery at all during 1958, 
although the downturn appears to have been arrested. In manufacturing, the 
recovery of the late spring and summer slowed down during the last quarter 
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of the year, and only the primary metals and transportation equipment indus- 
tries have continued to report significant gains in either employment or hours, 
The trend in manufacturing industries, however, has been obscured somewhat 
by unusually severe winter weather and by industrial disputes in some indus. 
tries in the past several months. In contract construction there has been little 
movement other than seasonal since May. Even in trade, where the recession 
losses were comparatively small, the recovery has been only partial; and during 
the last few months job changes have been almost entirely seasonal. 


Employment and output 


The fact that output has recovered more rapidly than employment has not 
been an unusual phenomenon during the recovery phase of recent recessions, 
The opposite trend often appears in the early stage of a recession, when pro- 
duction declines more rapidly than employment. There are several reasons for 
this pattern. 

One important factor (already alluded to in discussing income trends) is that 
employment of nonproduction workers—the group engaged in administrative, 
sales, technical, and professional work—has tended to remain stable in the face 
of declining output. This has been true of the earlier postwar recessions as well. 
(See chart 6.) The number of these workers has grown sharply over the past 
several decades, and now comprises approximately 25 percent of total employ- 
ment in manufacturing industries. Nonproduction workers reached a peak of 
3.9 million in the summer of 1957, and were affected by the recession only to 
the extent that their number leveled off at about 3.8 million. 

There are a number of reasons for the cyclical stability of nonproduction 
worker employment. Such workers need to be retained for the administrative, 
clerical and other overhead work which must be continued even in the face of 
declining production. Also, a prudent regard for the future requires the con- 
tinuation of many research and development programs. In addition, firms find 
it advantageous to hold on to scarce and highly trained workers in whom they 
have made a large investment. These factors, plus the increasing necessity 
for long-range planning, have led businessmen to discount somewhat the effects 
of short-term fluctuations in output in appraising their staff needs. 

The corollary to the stability of nonproduction worker employment during an 
economic contraction is that there is no necessity for expansion of this group 
during the early period of recovery. Thus, between the April 1958 recession 
trough and this December, nonproduction worker employment in manufacturing 
has remained unchanged, while production worker employment has gone up 
by 420,000. 

The long-term growth of nonproduction workers is in marked contrast. to the 
frequent instability and general lack of growth in production worker employ- 
ment. Even during the industrial expansion of 1955 and 1956; employment of 
production workers was lower than in 1953; in 1953 it was lower than in World 
War II. In addition, production worker: employment. has. dropped. sharply 
during cyclical downturns, 

Another factor making for employment stability during business downturns 
has been the growing importance of the relatively recession-immune service-type 
industries as compared to the more volatile goods-producing industries. The 
former type of employment has been increasing steadily over many years, while 
there has been little growth in the goods-producing industries—manufacturing, 
mining, construction, and agriculture. As a result, more than half of our work 
force is now employed in service-type industries and the proportion has been 
growing larger every year. (See chart 7.) 


Changes in the workweek 


Another reason for the lag in recovery idtvreen employment and output has 
been the widespread use of changes in the workweek as a means. for adjust- 
ing labor requirements to output. In periods of rising output. the tendency has 
been to lengthen the workweek first rather than recruit new help, particularly 
when staffs are on a part-week schedule.’ When the outlook for a sustained 
recovery is still uncertain, businessmen have also tended to resort to increased 
overtime work to meet what may be a temporary rise in demand rather than to 
assume the expense and obligation of hiring new workers who may shortly have 
to be laid off. In general, during recent recessions, hours of work have tended 
to lead changes in manufacturing employment by several months. (See chart 5.) 
As recovery proceeds, however, it often becomes less expensive to' increase the 
work staff rather than to pay premium wage rates for overtime, and adjustments 
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in employment are then made, But if the outlook for further expansion remains 
in, doubt, .businessmen may continue to depend on overtime. work rather than 
shifting their emphasis to recruiting new workers. 

There are additional factors which may act to retard employment expansion 
early in the recovery period. During a recession, producers. are forced to 
take a cautious view of the immediate future—the optimism of the prerecession 
period is replaced by amore conservative outlook, In an attempt.to maintain 
profit levels in the face of declining sales, efforts are made to cut costs and 
use production facilities more intensively. Moreover, in periods such as the 
present, when producers are operating at less than capacity, readjustments of 
production are made to utilize only the most efficient facilities. All of these 
factors tend to result in a relatively smaller increase in employment than in 
output during the early recovery stage of a recession. 


Unemployment 

For about 2 years before the onset of the 1957-58 recession, unemployment 
showed very little change other than seasonal. The number of jobless aver- 
aged 2%4 million, or about 4.2 percent of the civilian labor force. Joblessness 
began to increase in September 1957, rising sharply during the winter and 
early spring. At the low point of the recession in April, 1958, more than 
5 million persons were looking for work and the seasonally adjusted unemploy- 
ment rate reached 7.5 percent. For several months thereafter, the unemploy- 
ment situation was little changed, even though some gains began to show up 
in employment. Real improvement started in September, and by December 
the number of jobless had been reduced to about 4 million, with the adjusted 
rate of unemployment down to approximately 6 percent. (See chart 8.) 

The declines in employment were mainly in the durable goods manufacturing, 
mining and railroad industries, and their unemployment rates rose sharply. 
(See charts 9 and 10.) In April 1958, the rate in durable goods manufacturing 
was triple that of a year earlier, and one out of eight workers was out of a 
job; in the same period, the rates in mining and transportation went up roughly 
2\% times. By December, however, the proportion of durable goods workers 
who were jobless had dropped more than seasonally, to 1 out of 13. Unemploy- 
ment in service industries and Government, on the other hand, was consider- 
ably lower than in other industries throughout most of the recession. 

Virtually ,all major occupational groups showed significant increases in, un- 
employment, but a heavy proportion of the unemployed were adult men who 
had been working in blue-collar occupations. Craftsmen and operatives, many 
of whom. work in the hard-hit. durable. manufacturing .and related industries, 
experienced the sharpest rise. At the April low point in economic, activity, 
about 8 percent of the craftsmen and 13 percent of the operatives were jobless. 
About 16 percent of nonfarm laborers were out of work, but these workers 
usually have relatively high rates of unemployment, Workers from these three 
major occupations accounted for nearly two-thirds of .all the. unemployed, al- 
though comprising less than two-fifths of the total employed. 

This situation improved somewhat during the latter part of 1958, but at 
year’s end unemployment was still relatively high among male blue-collar 
workers from the hard goods manufacturing industries. The unemployment 
rate for operatives had dropped to 9 percent, the rate for craftsmen (7 percent) 
was only slightly lower than in April, and that for laborers was unchanged 
because of the unusually severe weather in December. 

When unemployment was at.a peak in the second quarter of 1958, the greatest 
increases Over the year were to be found among men in the central working ages. 
This, of course, was directly associated with the concentration of layoffs in 
hard goods and related industries. Increases among men 55 years and over 
were smaller, probably reflecting greater seniority rights. Joblessness among 
women and teen-agers also rose; but this was more the net result of additional 
persons entering the labor market to seek work than of job losses. By Decem- 
ber, unemployment rates were markedly lower than inthe spring for all ages 
except workers 65 years and over, This. underscores a situation evident in 
other business downturns—older workers are not usually as hard hit by layoffs, 
but once unemployed have a more difficult time finding jobs. 

One of the major problems of the recession has been the untistally large 
number of persons with long spells of unemployment. In mid-1957, about one- 
half million jobless had been looking for work 15 weeks or longer.. This number 
edged up in the fall of that year and rose sharply in the winter and early spring 
to a postwar high of 1.9 million in April 1958, _This was roughly. two-thirds 
higher than the peak numbers in the recessions of 1949 and 1954. After April, 
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long-term unemployment declined, but not as much as seasonally expected, 
On a seasonally adjusted basis, the first real improvement came in September 
(chart 11). By year’s end there were still 1.3 million long-term unemployed, of 
whom 800,000 had been out of work for at least 6 months. As was to be , 
a disproportionate number of these were workers in durable goods manufa 
ing, mining, and transportation industries, workers in the blue-collar oecupa- 
tions, and older men. : 

Many of these workers have not been able to transfer to industries whic 
were less affected by the recession. In the first place, they probably could not 
readily use their skills in other industries. Secondly, because they were mainly 
family men, they could not afford to take the lower-paying jobs in trade and 
service. Furthermore, in the industrial areas which were hard hit, trade and 
service activities were also affected so that job opportunities generally wer 
greatly reduced. 

Despite the protracted unemployment of some workers, however, it is import- 
ant to remember that many other workers were jobless for only short periods 
of time. Every month, large numbers of unemployed find jobs or voluntarily 
leave the labor force. In the other direction, there are always substantial 
numbers of workers losing or quitting jobs or entering the labor force to seek 
employment. This continuous turnover among the unemployed occurs during 
recessions as well as in good times. For example, between March and April 
1958, when unemployment changed only slightly from 5.2 million to 5.1 million, 
2 million unemployed found jobs or left the labor force while 1.9 million left 
jobs or came from outside the labor force—mainly housewives and students— 
to look for work. 

Nonwhite workers, who are largely in unskilled and semiskilled occupations 
with high unemployment rates, accounted for one out of five of all the unem- 
ployed throughout the downturn and recovery period—the same proportion they 
comprised prior to the downturn. At the low point in the recession, one out of 
Seven nonwhite workers was jobless. By December 1958, the ratio had de 
creased to one in eight. 


The year ahead 


Thus, we enter 1959 with a somewhat smaller labor force than had been pro- 
jected on the basis of 1947-56 growth trends. Projections of these trends into 
the next 2 years call for an average annual increase of about a million workers, 
although the actual totals will be largely determined by how steadily the over 
all economy expands. In addition to absorbing these new entrants, we sfill 
face a considerable reemployment problem, despite the achievement of a &ig- 
nificant recovery in output and aggregate income. Employment in nonfarm 
industries in December was still_1.6 million below the prerecession level and 
unemployment was at a seasonally adjusted level of 4.2 million, or 6.1 percent 
of the labor force. Well over 2 million jobs would therefore be needed to bring 
unemployment down. to a total of 3 million at the end of 1959, even assuming 
no change in productivity. ' 

We have every reason to expect a continuation of recovery in aggregate output 
and employment throughout 1959. Employment gains in service, finance, and 
State and local governments are likely to continue, but substantial rehiring of 
men in durable goods industries—still 1 million below the prerecession employ- 
ment level—will depend upon an expansion of consumer buying as well as a 
resurgence of business investment in new plant and equipment. Even with 
steady gains in total employment, we may still be faced with continuing pockets 
of unemployment in some of the industries and areas which were particularly 
hard hit during 1958. 















































II, PRODUCTIVITY TRENDS 


In my testimony last year before the Joint Economic Committee in its’ hear- 
ings on the 1958 Economic Report of the President, I discussed the development 
by the Bureau of Labor Statistics of measures of productivity based ‘on ‘the 
gross national product or value added eoncept. At that time, I indicated that 
two sets of measures had been prepared, using alternative sources of man-hour 
data. i 












1One set was based primarily on Bureau of Labor Statistics data which related in 
concept to hours paid, including paid holidays. vacations, and sick leave. ‘The ‘other set 
was based primarily on census labor force data and covered, in concept, hours. worked, 
excluding paid holidays, vacations, ete. Differences between the two series ‘could be 
excoated pc a reenit of the change in hours paid for but not worked; but, unfortunately, 
problems of statistical incomparability could obscure the differences in concept. 
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The set of output per man-hour measures based on census labor force data 
cover the total private economy and agricultural and nonagricultural com- 
ponents. The set based primarily on BLS man-hour data covers the same 
categories, and in addition provides estimates for total manufacturing and 
nonmanufacturing industries. Both sets cover the man-hours of all persons, 
— all wage and salary employees, the self-employed and unpaid family 
workers, 

The measures which I discussed last year have since then been revised to 
accord with revisions in both the constant-dollar gross national product and 
the oe data. The revised estimates covering the years 1947-58 are shown 
in table 2. 

The preliminary estimates for the year 1958 as a whole indicate little or no 
increase in total private output per man-hour in relation to 1957. Agriculture 
continued to show substantial growth, but the output per man-hour for the 
private nonfarm sector did not increase in 1958 over 1957 and may even have 
declined somewhat. 

I should like to make two observations concerning the rather small increase 
in productivity in 1958. First, it is to be expected that the drop in production 
during the recession would have an adverse effect on productivity. The drop 
in ontput in 1958 seems to have been greater than in the previous two postwar 
recessions, and this may account for the fact that. productivity was more seri- 
ously affected in the recession of 1958 than in either the 1949 or 1954 recessions. 
I should emphasize that the estimates for 1958 are based on preliminary data 
and subject to revision as more complete data become available. 

Second, the estimates which I have been discussing refer to the average for 
the year 1958 and should not be interpreted to mean that these changes were 
uniformly distributed during the year. In this connection, it should be noted 
that much of the discussion in the newspapers and the business journals regard- 
ing the sharp increases in productivity in 1958 has related to the increases during 
the recovery, whereas these estimates of ours reflect the average for the year as a 
whole, including both the declines and the increases during the year. Based on 
crude and limited information, we think that during the early part of the year, 
when output was declining, output per man-hour also fell ; but during the recovery 
phase output per man-hour increased substantially, so that by the latter part of 
the year it may have surpassed the peak level reached prior to the recession. 

Turning now to the prospects for gains in productivity in 1959, our experience 
during the postwar period has been that the first full year of recovery after a 
recession has usually shown a higher than average increase in output per man- 
hour. In 1950, for example, output per man-hour for the total private economy 
increased about 7 to 8 percent; the increase for the private nonfarm sector was 
5.to 6 percent. In 1955, the increase for the private economy was about 4.5 
percent; for the nonfarm sector it was also about 4.5 percent. In both years, the 
increase for manufacturing was close to 7 percent. Based on past experience, I 
would expect 1959 to be a good year from the viewpoint of, productivity increase. 
Whether it will reach the gains of previous recovery years will depend, however, 
on the extent to which physical volume of output continues to show strong and 
sustained growth. 

III. WAGE DEVELOPMENTS 


Wage developments during 1958, at least in major collective bargaining situa- 
tions, were more influenced by price developments and by wage increase commit- 
ments made in prior years than by the economic recession of 1957-58. The 
uncertainties of the early months of the year delayed some settlements and prob- 
ably tended, in some cases, to reduce their size. However, many wage increases 
negotiated during the year were comparable with those in earlier years. More- 
over, large groups of workers under long-term contracts received deferred wage 
increases. and cost-of-living escalator increases, and the latter reflected the 
marked price rise that continued from 1957 into early 1958. 

In many major collective bargaining situations, about half of the increase in 
wages during the year took the form of automatic cost-of-living escalator adjust- 
ments. In the basic steel industry, for example, the wage-rate increase effective 
in 1958 consisted of an average 8- to 9-cent deferred wage increase and a 9-cent 
cost-of-living adjustment. In the automobile industry, wage-rate increases aver- 





2A bulletin providing detailed information on concepts, methods, and sources underlying 
these estimates, as well as an analysis of postwar trends in output per man-hour, will be 
available in about 1 month. 
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aging between 7 and 8 cents an hour were negotiated during the year and we 


















































ases 
supplemented by a 6-cent cost-of-living escalator advance. aet 3 
Long-term agreements providing deferred increases, typically in combinat receivin 
with cost-of-living escalator clauses, have assumed substantial significance raises 8 
recent years.’ Hence, the economic outlook when these contracts are nego As a 
plays a major role in determining wage increases due in many key collecti account 
bargaining situations for 1 to 4 years in the future; since the deferred in an hou! 
provisions are usually accompanied by cost-of-living escalators the total ip related 
crease effective in these situations also depends on the behavior of prices d railroa 
the life of the contract. This willingness on the part of major groups of the ma 
ployers to make relatively long-run wage commitments seems related, in p: the tim 
to their price and wage expectations. Presumably, it reflects confidence in # Turr 
eapacity of the economy to avoid a serious economic downturn, and the knowe @ those i 
edge, in most cases, that competitors are similarly situated. It also representsa— cents ¢ 
device for obtaining relative stability in labor relations over a period of 2% during 
or more years. + tries t 
However, it cannot be concluded (as some people have) that the net effet inthe 
of these long-term contracts is to increase the total amount of wage increase relativ 






going into effect over a period of years. There is an effect on the timing of 
wage adjustments, with wage rates rising more in recession periods than the 
otherwise might, and perhaps less in periods of buoyant activity. & 

Comparison of wage-rate increases in situations with escalator clauses and it 
those without such clauses does not indicate that over a period of years wage 


rates have risen more in industries where such clauses exist than where they 
































































































have not been in effect. Factors other than automatic cost-of-living provisions almos 
apparently have had more bearing than escalation on the size of wage adjust this a 
ments. The accompanying tables 3 and 4 trace general wage changes sint Th 
1948 in the basic steel industry, where cost-of-living escalator practices did ne total 
become effective until 1957; in automobiles, where escalation has been in effec fring 
since 1948; in rubber, which did not adopt a cost-of-living escalator during the three 
period; in the building trades, where cost-of-living ‘escalators are almost now ized § 
existent ; and in airframes. that 
The aircraft industry offers an unusual opportunity to contrast wage-rate § avail 
changes under contracts with and without escalation. In west coast aire on 8! 
contracts with escalators, wage rates rose 15 or 16 cents more between mid-1 Barn 
and early 1958 than in other contracts in the industry. ‘However, in the indus 
try’s 1958 bargaining, the workers in those situations without escalation—and He 
whose wage rates therefore had lagged—received a catchup; it is certainly most 
debatable whether they received this increase because the other workers had™ S' 
forged ahead, or whether the normal recognition of consumer price trends in decli 
bargaining would have resulted in ‘such ‘adjustments anyway—if' not in 1958 § #5 
at least in: subsequent years. ' i leng 
Like deferred wage increase provisions, escalators may have had more effect 1957 
on the timing of wage adjustments than on their magnitude over a period of —_ 
years. Since prices paid by consumers, especially prices of foods and services, ™ °** 
may continue to rise after economie activity slackens,'and may not begin to P& 
advance as soon as business improves, the response of wage rates 'to’changes @ 4 
in economic activity may be delayed somewhat by escalators. Escalator clauses in I 
wae the size of wage rate advances in 1958, but they may hold them down in mo 
ele 
Wage advances, 1958 
Altogether, preliminary figures for 1958 indicate that increases in wage rates ay 
were negotiated or put into effect during the year for about 6.8 million workers ’ 
covered by major collective-bargaining agreements ‘studied by the Bureau of agi 
Labor Statistics—or about four-fifths of all -~workers’ affected by these major fev 
agreements.‘ Almost half of these—approximately 3.3 million—received in- set 
me 
%In recent years such agreements h 
affecting more dian 5 million workerat’ thougir tn thew of the Peck thine torent eee th 
- en years the number of workers eligible for deferred ‘increases varies from year ru 
*This summary covers collective-bargaining situations affecting 1,000 or more workers Tht 
and all industry groups except construction, the service trades, fiance, and Government. . 
Information on changes in union scales in the construction trades is presented in table 5. in 
As this table indicates, about six out of seven of a group of union scales in the construc in 
tion trades studied by the Bureau of Labor Statistics were increased during 1958, with | 
nearly half rising at least 15 cents. wi 








Among the industries in which wage rates were left unchanged during the year were 
petroleum refining, textiles, and men’s apparel manufacture, 
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ereases specified in contracts negotiated in earlier years; increases for the rest— 
about 3.5 million workers—were negotiated during 1958. A majority of those 
receiving deferred increases and a substantial proportion affected by negotiated 
raises also received cost-of-living escalator adjustments. 

As chart 12 indicates, the most common increase during 1958, taking into 
account negotiated, deferred, and cost-of-living adjustments, averaged 12 cents 
an hour—about the same as in 1957. In some industries, notably basic steel and 
related industries and meatpacking, the raises were larger than in 1957; in the 
railroad industry the 1958 increase was below that for 1957. The differences in 
the magnitude of wage change between the 2 years in these industries reflects 
the timing of cost-of-living escalator adjustments.® 

Turning from all wage changes whether negotiated or effective in 1958 to only 
those increases negotiated during the year, the median negotiated increase was 8 
eents an hour This was about 2 cents smaller than the increases negotiated 
during 1957. With the prevalence of long-term agreements, however, the indus- 
tries that bargain in any given year differ substantially from those bargaining 
in the next year, and, hence, it is not possible to draw significant conclusions from 
relatively small changes in the size of negotiated increases in successive years. 
For example, more of the negotiated increases may be supplemented by. cost-of- 
living escalator increases in 1 year than in the next. (One of the major indus- 
tries bargaining in 1958 was the automobile industry where cost-of-living esca- 
lator adjustments significantly supplemental the negotiated increases.) Adding 
cost-of-living adjustments to the negotiaed increases, the median advance for 
workers whose rates were raised by 1958 negotiations was 13 cents an hour, with 
almost half the workers affected by the year’s negotiations receiving at least 
this amount. 

There may have been some reduction between 1957 and 1958 in the size of the 
total wage and fringe benefit packages negotiated, though there are no data on 
fringe benefit expenditures that can be used to verify this conclusion. About 
three out of four of the major agreements negotiated in 1958, as in 1957, liberal- 
ized supplementary benefits, but there was some decline in the number of benefits 
that were changed by each contract. It is also possible, although data are not 
available to support this impression, that the recession had a greater influence 
on small collective bargaining settlements than on the major ones. 


Barnings trends 


Hourly earnings for all factory production workers were held down during 
most of the year by the relatively greater decline in employment in the higher 
wage durable goods industries than in nondurable goods production and by some 
decline in premium pay for overtime early in the year. Subsequently, there 
waS some recovery in durable goods employment. Hours‘'of work were also 
lengthened during the latter months of the year. Consequently, from December 
1957 to December 1958, average hourly earnings of factory production workers 
rose about 4.3 percent while weekly earnings increased 6.4 percent, in ‘both 
cases to an alltime high. (See chart 13.) Real weekly earnings advanced 4.6 
percent—almost to their previous peak—as the Consumer Price’ Index leveled off 
during the latter months of the'year. This contrasts with a decline of 4.5 percent 
in real weekly earnings during 1957, when hours fell and prices rose throughout 
the year. In nonmanufacturing hourly earnings changes varied from essen- 
tially no change in coal mining to increases of about 5 percent or more in 
electric and gas utilities, railroads, and communications. (See tables 6 and 7.) 


The 1959 outlook 


The year 1959 will be a heavy bargaining year, with many of the key long-term 
agreements subject to renegotiation or reopening. This means, of course, that 
fewer workers will receive predetermined increases and that makes prediction 
more difficult. Among the industries in which long-term contracts are subject to 
renegotiation or reopening during 1959 are basic steel, aluminum, nonferrous 
metals, meatpacking, east and gulf coast longshoring, and railroads; in addition, 
there will: presumably be negotiations in such industries as petroleum refining,® 
rubber, and telephones, in which long-term agreements have not been negotiated. 





*The fact that in some industries cost-of-living adjustments were higher in 1958 than 
in 1957 but that in other industries they were lower is la due to differences in the 
index months to which various cost-of-living escalators are tied. 

*The first 1959 settlement in this industry, providing a 5-percent wage rate increase, 
Was announced in mid-January. Most of the petroleum industry did not change wage 
rates during 1958. 
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While it is impossible to predict the precise outcome of these negotiations 
wage rates clearly will continue to rise substantially, assuming no inte 

to economie recovery. One significant factor in the wage outlook, however. 
is the fact that at least 4 million organized and 400,000 unorganized workers az 
covered by current arrangements for automatic changes in pay with changes in 
the Consumer Price Index. as 

Because this index has been relatively stable in recent months, the tor 
adjustments in such industries as basic steel, aluminum, and meatpacking will 
be smaller in 19°9 than they were in 1958. The semiannual escalator formulas 
in effect in these industries make any cost-of-living changes for 1959 dependent 
on price behavior from May 1958 to May 1959, assuming no change in the ; 
tion formula. We already know that the index has been much more stable 
during most of this period than it was from May 1957 to May 1958. Thus, the 
cost-of-living inerease in basic steel effective in January 1959 amounted to 
1 cent, compared with 5 cents in January 1958. The Consumer Price Index 
would have to rise by 3 percent, or 3.7 index points, between January and May— 
much more rapidly than can reasonably be anticipated—if the cost-of-living in- 
crease in this industry were to equal the 9-cent cost-of-living adjustment effective 
in 1958. ; 

Approximately 400,000 workers in the construction industry, and 2.5 million 
workers covered by major collective bargaining situations in other industries, 
will receive wage rate increases in 1959 that were specified in agreements con- 
cluded in earlier years. The size of these increases and their effective dates 
are indicated in tables 8, 9, and 10. 

About two out of three construction workers due to receive deferred increases 
will have their scales advanced at least 15 cents. In other industries, almost 6 
out of every 10 workers covered by provisions for deferred wage adjustments 
will have their basic pay scales raised an average of 6 but less than 8 cents 
an hour. The deferred increases due during 1959 in industries other than 
construction will apparently be smaller than those scheduled in 1958 on the 
average. This difference is due, however, to the fact that different industries 
are affected in each of the 2 years rather than to any reduction in the size of 
the deferred increases negotiated within the same industry. These pay in- 
creases do not include any cost-of-living escalator adjustments; such adjust- 
ments are rare in construction but, as table 11 indicates, almost two out of 
three workers in other industries due to receive deferred increases are also 
covered by cost-of-living escalator provisions. 


IV. PRICE DEVELOPMENTS 


The two major price measures—the Wholesale Price Index and the Consumer 
Price Index—rose moderately during most. of the recession, but have held steady 
since the economic upturn began in late spring. Between June and December 
1958, neither of the two series fluctuated by more than two-tenths of an index 
point. For the year as a whole, they have also been relatively stable; whole- 
sale prices ended the year only 0.6 percent higher than a year earlier, and con- 
Sumer prices were up by 1.7 percent for a much smaller December-to-December 
rise than in the 2 previous years. (See charts 14 to 17.) 

The recent stability reflects a wide Variety of increases and decreases within 
the overall indexes. Looking at the various components of the indexes, we see 
several notable, but not especially surprising, developments. 

Dominating the trend, and moving virtually independently of the business 
cycle, have been the prices of farm and food products; these rose most sharply 
at the very time the recession was most pronounced and then declined at mid- 
year, after business activity had begun to improve. Changing supply conditions 
were the major factor. Prices of farm products, which have a relative weight 
of almost 11 percent in the Wholesale Price Index, reached a post-Korea high 
in March 1958, 10 percent above the previous September, largely as a result of 
reduced marketings of livestock and severe weather damage to fruit and 
vegetable crops. (See chart 14.) However, steady declines occurred in sub- 
sequent months as the result of plentiful crops, increasing supplies of hogs and 
poultry, and a sharp drop in wool prices, so that farm prices by December were 
2.1 percent lower than a year earlier. Processed foods, on the other hand, with 
a weight of almost 13 percent in the Wholesale Price Index, continued to rise 
in price to reach an alltime high at midyear; they then slipped back by 
December, showing a price rise of 1.8 percent over the year. At the retail level, 
food prices, which comprise nearly 29 percent: of the index, also moved upward 
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to a new high in the spring and summer of 1958, and then fell slightly in the 
fall as supplies of meats and fresh vegetables became plentiful; in December, 
the food index was still 2.2 percent higher than a year earlier, and at high 
forthe month. (See chart 16.) 

Another significant factor, although not a new one, in the year’s price de- 
yelopments was the continuing uptrend in the cost of consumer services, which 
constitute more than a third of the Consumer Price Index. These rose 2.5 
percent in .the past year, with some types of services, such as transportation 
and medical care, going up at twice that pace, as a result of sharp increases 
in such items as hospitalization insurance premiums, hospital room rates, local 
transit fares, and automobile insurance premiums. (See chart 17.) The pre- 
yious year’s rise was 4.2 percent, however. In recent months, rent and some 
other services seem to have been rising somewhat more slowly than they had 
earlier. 

Prices of services have either held steady or risen since 1935, except for two 
brief periods, but still they have risen less as a whole, in the past two decades, 
than have commodities. (See table 12.) Within the services. category, how- 
ever, the medical care, transportation, and a variety of other types, have by now 
risen more rapidly in price since 1989 than have the nonfood commodities; 
mly rent and the household operation services (especially gas and electricity) 
are still well behind the other groups, as compared to their 1939 levels. 

Among the nonfarm commodities, developments were extremely mixed, but on 
the whole prices of manufactured goods were unchanged over the period, al- 
though edging upward in the latter half of 1958; on the other hand, prices of 
some of the industrial raw materials fluctuated widely, being much more 
sensitive to business conditions, both here and abroad. (See charts 15 and 16.) 

The average of all commodities in the Wholesale Price Index, other than 
farm products and foods, was at a record high in December, some 0.9 percent 
above a year earlier; the year-to-year increase was slightly less than it was a 
year ago, and only a fourth as much as in the 2 preceding years. Of the 13 
groups within this category, declines were experienced by 4.' The fuel, power, 
and lighting materials group declined, reflecting drops in coal and peroleum 
products prices, although gas prices have gone up sharply; textile products 
and apparel averages fell, with silk and wool products down sharply, cotton 
products off slightly, and apparel prices quite steady; and there were small 
declines in the chemicals and allied products group (particularly fats and 
oils) and in furniture and other household durables. 

Sizable year-to-year increases, averaging from 1.4 to 4.1 percent, have oc- 
curred in the leather, lumber, metals, and machinery groups, reflecting in most 
cases increasing demand toward the end of the year. Machinery prices have 
been rising since September, after 9 months of stability, with rises chiefly in 
farm and construction machinery; similarly, lumber prices reached in March 
the lowest level since July 1950, but recovered some 314 percent by the year- 
end as housing activity expanded. 

At the retail end, prices of commodities other than foods rose only 0.7 percent 
during the year, with nondurables declining by 0.38 percent and the durables 
(other than automobiles) showing no change. New-car prices, however, aver- 
aged 6.2 percent higher in December 1958 than a year earlier. This compares 
with an increase of 2 percent a year ago; the difference results from larger 
increases in factory prices of popular models this year than last, and also from 
the fact that thus far there has been relatively little discounting of the 1959 
models. . 

Assessing the significance of the 1958 price trends, requires taking into 
account a wide variety of short-run factors, especially limited supplies of some 
foods, and long-run factors, notably a steadily rising demand for services of 
the kind which are not subject to the productivity gains which characterize the 
production of commodities. It is also necessary to bear in mind that prices 
are slower than other economic ihdicators to reflect the turns of the business 
cycle, with consumer prices generally even slower than wholesale commodity 
prices; except in times of great stress, our price measures consequently fail 
to change as rapidly as does business activity. There is some evidence more- 
over, that many prices have now become even less flexible on the downside than 
in earlier periods of recession, but this is a point which needs more investi- 
gation before one can draw any positive conclusions. One factor in main- 
taining prices during the past year, not generally recognized, has been the fact 
that, as indicated in the section on unemployment, consumer incomes were bet- 
ter maintained than in earlier recessions. 
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Prospects 


Price movements, both wholesale and retail, have in recent months follo 
two divergent trends—a substantial downtrend resulting from the impro 
supply of foods as compared with last spring, and a fair amount of sta 
(with a tendency to move upward lately) in the prices of most raw materials 
and manufactured goods. a 

Agricultural and food prices have perhaps declined somewhat more than had 
been expected and should continue to provide further moderate declines in 
coming months, assuming that weather conditions are reasonably favorab 
On the other hand, there appears to be every likelihood that the cost of ser 
ices will continue to rise. In addition the maintenance of the present pace of 
business recovery will probably exert new upward pressures on industrial prices, 
Thus, it seems fairly clear that the opposing force of declining food prices and 
rising costs of services and some industrial items will tend to offset each other 
in the immediate future, keeping the indexes relatively stable. 

For the rest of 1959, however, prices will continue to follow other important 
indicators, assuming normal weather. Their major determinant in the short run 
will be such factors as the strength of demand, the rapidity of the recovery, the 
results of labor-management negotiations, and’ the availability of: money and 
credit. 
Vv. TRENDS IN CONSTRUCTION 


Construction expenditures in 1958 


Expenditures for construction set a new record of $49 billion in 1958. isl 
creased spending for residential building and highways were major develop 
ments contributing to the 2-percent gain over 1957 (chart 18). In terms of 
physical volume (expenditures adjusted for changes in construction costs), 
however, new construction continued at about the 1956-57 level, which was 
slightly below the peak achieved in 1955. 

The year 1958 was the first since 1949 in which total private construction ex+ 
penditures failed to show an over-the-year increase, primarily because of cur 
tailed industrial building programs. Gains in other types of private building 
were sufficient, however, to keep the private total close to the 1957 record of $34 
billion. In addition to the upswing in housing, private outlays advanced to new 
highs in 1958 for office buildings and warehouses, schools, and hospitals. Spend- 
ing for privately owned public utilities remained near 1957’s record level, but 
1958 expenditures for new stores showed another over-the-year decline from their 
1956 peak, despite a strong upturn after mid-year. 

Public expenditures for new construction climbed 6 percent to a record $15 
billion in 1958. All of the $100-million gain in public construction in 1958 was. 
from Federal funds, with the largest share of the increase in grants-in-aid for 
highways. Gains in this type of construction reflect continued expansion of 
work on the Interstate Highway System, authorized by the Federal-Aid High- 
way and Revenue Act of 1956. Some of the 1958 rise in highway expenditures— 
to a record $5.4 billion—was traceable to the Federal-Aid Highway Act of 1958, 
which authorized substantial increases in funds for the regular Federal-aid 
program as well as additional amounts for the Federal-aid Interstate System 
and for federally owned highways and roads. To some extent, however, the ex- 
panded activity on the Federal-aid highway programs in 1958 was offset by the 
continued downtrend in highway construction financed solely by State agencies 
(chart 19). This decline, which began in 1957, reflected the virtual cessation 
of toll-road construction. 

Housing programs also contributed a substantial share to the 1957-58 rise 
in public construction expenditures. The total of.67,000 units of public housing 
started in 1958 was the largest begun in any yéar since 1951. Most of the in- 





crease was to provide housing at military installations under the Capehart pro- 


gram, which accounted for more than half of the public housing begun in 1958, 
but there was also some expansion in low-rent projects under State and local 
housing programs. 

Public expenditures also edged up to new highs in 1958 for schools ($2.9 bil- 
lion) and for conseraytion and development projects ($1 billion). Primarily 
because of work done on new post offices and other Federal office buildings, out- 
lays for administrative and service buildings expanded (for the sixth consecu- 
tive year) to more than half a billion dollars. Public hospital and institutional 
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puilding showed. another substantial rise in, 1958, after reversing a 5-year down- 
trend in 1957. Public industrial building dropped sharply over the year, how- 
ever, and military construction continued the decline which began in 1957, 
Housing in 1958 

Residential construction was an expansive influence in 1958, as it was in 
1954. Private residential expenditures, after declining (on a seasonally ad- 
justed basis) to the lowest level in 4 years in the spring of 1958, rebounded to 
record heights at the year’s end. The rise in residential expenditures reflected 
primarily the substantial gains in housing starts beginning in April, as well as 
some increase in construction costs. 

‘The strong pickup in’ housing to an’ annual total of 1,200,000 starts for 1958 
was on a broad front: gains over 1957 occurred in private as well as public 
housing, in metropolitan and nonmetropolitan areas, and in all geographic re- 
gions of the country. Single-family housing reversed a 2-year downtrend, and 
apartment construction continued to rise sharply in 1958, approaching the post- 
war record volume of 1949-50 for this rental-type housing. 

The increase in private housing starts in 1958—like the large decline of pre- 
ceding years—was mainly in units financed under federally underwritten pro- 
grams (chart 20). The flow of credit for FHA-insured and VA-guaranteed 
mortgages increased in response to the general easing in credit markets during 
the recession, and to legislative and administrative measures taken in 1957 and 
ages the Emergency Housing Act of 1958 which was approved early 
in April. 

Supported by easing credit conditions, as well as by provisions of the new law, 
applications for FHA-insured loans for new construction soared in 1958 to the 
highest level since the 1950 peak. Private housing starts moved up sharply in 
response, and FHA-assisted housing accounted for 26 percent of the privately 
financed starts in 1958, compared with 17 percent in 1957. 

Requests for VA appraisals also rose substantially, but not so spectacularly 
as FHA applications in 1958. Despite notable gains in the latter part of the 
year, the annual total of housing starts under the VA program. was 20 percent 
lower in 1958 than in 1957, and ithe VA share of all new private housing dropped 
from 13 percent in 1957 to 9 percent in 1958. 

Conventionally financed housing starts rose 5 percent over 1957. In times 
of strong demands for credit, conventional mortgages maintain a better com- 
petitive position in relation to alternative investment outlets than do federally 
underwritten mortgages.’ This observation is supported by the data in chart 
20, which show that the number of private housing starts financed under con- 
ventional arrangements has remained comparatively steady at a high level in 
recent years when the demands for credit have fluctuated widely. 


The outlook for 1959 


Spending for new construction as .a whole will provide a substantial upward 
thrust to the 1959 economy. Dollar volume will probably rise to a new high 
of about $52 billion. The physical volume of work put in place will also rise 
above the peak reached in 1955, although construction costs are expected to rise 
moderately. Private construction will resume its upward trend in 1959—chiefly 
because of a large increase in expenditures for housing—and public work will 
continue to rise (chart 21). Well over half the advance in public work in 
1959 will be financed by the Federal Government, as programs initiated as 
antirecession measures in 1958 gather momentum. 

Despite increased demands for credit from other sectors of the economy 
which are anticipated in 1959 as the Nation’s total output of goods and services 
expands, it is expected that funds for construction will be generally adequate. 
However, money for home mortgages probably will become less readily avail- 
able at the comparatively low downpayments and interest rates prevailing in 
1958. Also, in the present legislative framework, it is anticipated that the 
seasonally adjusted annual rate of private housing starts will continue at a 
relatively high level in the early months of 1959 and will taper off thereafter. 
Thus, the present outlook is for only a small rise in housing starts above the 
1,200,000 units (public and private) which were placed under construction 
in 1958. Partly because of the carryover of work begun in 1958, however, the 
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rise in expenditures for private housing is likely to be substantially 
than would be indicated by the moderate increase foreseen in the dwelling units 
to be started. 

The increase in new private housing outlays also anticipates that the average 
construction cost per unit will rise. Among the considerations leading to this 
conclusion is that, under ‘the less favorable mortgage terms in prospect for 
1959, and as builders use up the relatively large volume of 1958 commitments 
for moderate-cost houses with Government-backed mortgages, the proportion of 
higher priced single-family houses may be expected to increase. 

For private nonresidential construction expenditures as a whole, a decrease is 
expected. for the second successive year, due primarily to a further decline in 
industrial building. The 1959 outlook varies for individual.types of private 
nonresidential construction, however, with gains in prospect for shopping. facili- 
ties, churches, and schools. 

Expenditures for all types of public construction are expected to rise in 1959, : 
with the major impetus supplied by the Federal Government. Antirecession 
measures and reevaluation of defense programs have resulted in acceleration of 
projects, rising contract awards, and large appropriations during 1958, which 
will cause sizable increases in the amounts spent on direct Federal and Federal- 
aid construction in 1959. 

About a third of the increase in public expenditures will be for highways, 
which form the largest single type of public construction. Gains in 1959 will 
reflect accelerated activity on the interstate Federal-aid highway program and, 
particularly, the additional $400 million for the regular Federal-aid highway 
program, provided under the Federal-Aid Highway Act of 1958 for work to be 
done during 1959. 

Outlays for public schools will continue to show only a small gain. This type 
of building, second in importance only to highways in dollar volume, should 
reach the $3 billion level for the first time, but will account for a somewhat 
smaller proportion of total public construction expenditures in 1959 than in 
recent years. 

Expenditures for military facilities are expected to rise in 1959, following a 
2-year decline. This expansion will be chiefly for construction of long-range 
ballistic missile bases and dispersal bases for the Strategic Air Command. The 
small gain foreseen in public expenditures for industrial construction is to ex- 
pand missile production facilities by the military and does not reflect the sub 
stantial increase in the 1959 appropriations for reactors and other facilities to be 
constructed by the Atomic Energy Commission, which require a long leadtime. 
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TABLE 1.—Deviation of actual from trend’ labor force, by age and sex, annual 
average 1951-58 


Trend | Deviation | Actual 


Total, 14 and over.... 
Male, 14 and over 


Total, 14 and over... 
Male, 14 and over 


Total, 14 and over- _- 
Male, 14 and over 


1 Trend labor forces for 1951-55 are projections made in 1951 based on 1920-50 trends in age-sex labor force 
participation rates with an adjustment in the rates for adult women to take account of accelerated increases 
observed in 1947-50. Trend labor forces for 1956-58 are based on 1947-56 trends in labor force participation 
rates by age and sex, by school enrollment for young persons, and by marital and child status for adult 
women. 

2 The actual labor force estimates for 1950, 1951, and 1952 are based on revised population estimates and 
therefore differ from published Census figures for the same dates. 


Norte.—F igures may not add to totals because of rounding. 


Source: U.S. Bureau of the Census and Bureau of Labor Statistics. 
Prepared by: U.S. Department of Labor, Bureau of Labor Statistics, Division of Manpower and Em- 
ployment Statistics, Jan. 19, 1959. 
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TaBLe 2.—Indewes of real product per man-hour for the private economy, 1947-58 
[1947-49 = 100] 


Man-hour estimates based primarily on data from— 
Bureau of Labor Statistics Bureau of the Census 


Nonagricultural industries 
Agricul- 


Total | Manufac- | Nonmanu- 
turing facturing 


eee, pone to revision. 
Not availa 


NorTE. cet indexes in this table were — by Department of Labor, Bureau of Labor — 
from estimates of real product and man-hours. The real product je arom referring to 1954 
based primarily on national product statistics of the Department, of Commerce, Office of Bi ca on ane 
ae & except for the manufacturing real product estimates which were developed by the Bureau of Labor 


Output per man-hour estimates based primarily on Bureau of Labor Statistics man-hour data relate, 
in concept, to man-hours paid whereas estimates based primarily on Bureau of the Census labor force data 
relate, in concept, to hours worked. The difference between the 2 measures may, however, be due in Part 
to statistical as well as conceptual differences. Both sets of man-hour estimates cover the man-hours of 
‘wage and salary workers, self-employed and unpaid family workers. 

Concepts, methods, and sources are desert in forthooming BLS report, ‘‘Postwar Trends in Output 
Per Man-Hour, Total Private Economy and Major Sect 
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TaBLE 5.—Changes in wnion wage scales in seven construction trades in major 
cities,’ 1958 and 1957 


. Percentage of scales in— 
Cents-per-hour increases 


1958 1957 


Batol BReSBoun-Bs 


iThe 7 trades studied were bricklayers, carpenters, electricians, painters, plasterers, plumbers, and 
building laborers. 


? Because of rounding, sums of individual items do not necessarily equal the totals. 


TaBLE 6.—Average hourly earnings of factory production workers by industry 
group, December 1958* and December 1957 


Average hourly earnings Percentage increase 
December 1957 to 
December 1958 ! 


Exclud- Includ- 


payfor | payfor | payfor | payfor | pay for 
overtime | overtime | overtime} overtime | overtime 
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TABLE 7.—Average hourly earnings in selected nonmanufacturing industries, 
November 1958* and November 1957 





Average hourly earnings ee 
O- 











Sit 290g fie | change 
Industry vember 1957 
November | November | to November 
1958 ! 1957 1968 1 
Mining: 
El Rai ces anhcn Sisldissiian is eaaaseongeeimsgssaMeel $2. 55 $2. 46 aT 
SN i Se 2.61 2.65 —15 
TN ine senena 3. 03 3. 05 —0.7 
nn cea 3. 03 2.96 24 
- Nonbuilding construction ...._...........-.....-.......... 2.72 2.70 ? 
a ila arid an cheered unaasicabaairnenanacnmiohanibll 3.13 3.03 33 
I hi ia st sacle Dnisiabecabie 2.91 2. 83 2.8 
Special trade contractors... .-........-..............-.-... 3. 26 3.15 a5 
EE Se own Bi ane apnteaeanaeanemioaciintankimciadl 2. 56 2.40 6.7 
bs ens hod Reka anhinnmnimaniennmsnameaniaiail 2.14 2.07 a4 
Communication 
a os sw Aci errant dasecagiseiaiettin obi 2. 08 1.98 5.1 
SRN Citi i inion ns 6 sina cde aneiiieneenemmm inion 2.24 2. 09 7.2 
Other panlie utilities: Gas and electric utilities. 2. 52 2.38 5.0 
Wholesale and retail trade: 
rE Sins ccits casos eoc eet eccc ccc ene 2.19 2.14 2.3 
UN Iii itis anit sind -csmsdsiodid 2ualougud 1.71 1.66 20 
Service and miscellaneous 
Laundries... .~ 23063403 -uspa- vitae deck aud 1.14 Lil 27 
Cleaning and dyeing plants.--.................-..-..-.... 1.34 1.31 2.3 
2 Preliminary. 


ecting 1,000 or more workers in manufacturing 


- we  mto effect in 1959 in situations affe 
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Taste 9.—Deferred increases in union scales scheduled to go into effect in 1959 = turi 
in major situations in construction in 1 
Approximate number of workers affected 
Hourly increases effective during period 
Total for Jan. 1 to July 1 to 
1959 ! June 30 Dec. 31 e 
397, 000 bil 
A 
25, 500 
22, 000 
61, 500 Under 
16, 000 5 cents 
12, 000 6 cents 
105, 500 7 cents 
39, 500 $ cents 
20, 000 9 cents 
a 500 19 cen) 
li cen 
9, O80 12 cen 
13 cen 
. ou 
1 Some of the totals shown differ from those obtained by a simple addition of the January-June and ye a 
December data because about 103,500 workers are scheduled to receive wage increases in both halves of 
year, and these increases are not necessarily for the same amount for both periods. For example, out of the Mant 
165,000 workers scheduled to receive scale increases of 9 but less than 11 cents in the Ist of the year, 
80,500 will also receive a 20-cent increase during the 2d half of the year, a total of 30 cents for the year. F 
Note.—Because of rounding, sums of individual items may not equal totals. F 
' s 
Taste 10.—Deferred wage increases due in 1959 in major contracts in manu- y 
facturing and selected nonmanufacturing industries by effective month ons 
A ximate 
ppro: 
number of r 
Month workers Principal industries affected ! , 
affected (in 
thousands) = 
iE 
3] 
ied Satie caine ale 36g 
4g 


Se a Trucking, utilities, coal mining,’ and various metal 5 
Trucking. Sieg 


Blips sata i ia cc ieralatolaonsild None. 


i ell Kan eran ty nian nl 255 | Coal mining.* 
aime sssttoakncsnnaeshansen 263 | Aireraft. 

Boos ti ndenh dntendsire mee 139 | Retail trade and aircraft. 
IES aia Ream kaeemneen pecs 60 | Various metalworking. 

aces aa 721 | Automobile and related industries. 
Rodan tien node ceca eae 275 | Electrical products and farm equipment. 
candids dabntinsunes 204 | Electrical products, footwear, and flat glass. 
ao Ebbbakacunewsacsenade 54 was 










1 See footnote 2, table 8. 
aa The _ =e smaller than the sum of the individual months since 218,000 employees will receive 2 deferred 

creases k 3 

3 The 2-step wage increase provided for 1959 by the bituminous coal agreement concluded early in Decem- 
ber 1958 is not strictly comparable to most of the other agreements summarized here, since both steps go into 
effect within a year, whereas the other agreements aT, _— wage increases for a longer period. The 
increases consisting of $1.20 a day (15 cents an hour) effective in January 1959 and an additional 80 cents a 
day (10 cents an hour effective in April) are included since they are part of the 1959 wage picture. 

* Based on settlements concluded prior to December 1958. ly some settlements concluded in 
that month would provide deferred increases due in December 1959, 


Nore.—Because of rounding, sum of individual items does not necessarily equal total. 


-ECQNOMIC REPORT OF THE PRESIDENT 


TABLE 11.—Cost-of-living escalator provisions in major contracts in manufac- 
— selected nonmanufacturing * industries providing deferred increases 





Approximate 
number of 
workers due 
deferred in- 


All situations with deferred increases... ........-.._---------4..- 


AVERAGE DEFERRED WAGE INCREASE 
SE 6 QUNNEI oe 5 ccds pees aching apes L Gutresodetctoousbapietctuccescaheell 
‘Scents but less than 6 cents 
6 cents but less than 7 cents 
7 cents but less than 8 cents 
$ cents but less than 9 cents 
9 cents but less than 10 cents 
10 cents but less than 11 cents 
11 cents but less than 12 cents 
12 cents but less than 13 cents__-_-_._____- 
13 cents and over 
Amount not specified or not computed ?____- du deeet need BS ce oe 


INDUSTRY GROUP (SELECTED) 
Manufacturing * 


Food and kindred products -_-. 
Printing and publishing 
Chemicals and allied products -- 
Stone, — glass products _- 
Metalworking ¢__.._- - oe 


Nonmanufacturing -- 


Warehousing, wholesale, and retail trade 
Transportation 
Public utilities 


4 Excludes certain industries, notably construction, the service trades, finance, and Government. 
3 Insufficient information to compute cents-per-hour increases. 

3 See footnote 3, table 8. 

4See footnote 4. table 8. 


863879— 59-——-9 
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. Taste 12—Consumer Price Indea—U.8. city average percent change in special 
groups for selected periods 


Percent change December to December Percent 


from 

year 1939 to | 

1953-54 | 1954-55 | 1955-56 | 1956-57 | 1957-58 eee 
1 


Cow~wmd SND POD WH Oe PNwOwW 


| 
a BC at a 


. PPR EwRE 
JJ prereere 


.rl, 
Mowes co Nee Odo nwrOom-) 


BokBo- whe oBRBESEHS 


PONWKFODP CFO CHDK OMHS 
| 

OPO BO OCOWse OF 

DPE age popgepoppopons 

“1510 COOH WOOF OD OA10 

OCNwKeK CF BOD AOOrF 


Co i ee 
Nrrores Neer 
Prien oo Rige 
Prep, of op! 


Services less rent. 
Household operation 
services gas, and elec- 


Purchasing power of the con- 
sumer dollar (1947-49=$1) 


ool ge 
wo INK 
hb NPP 
oc PROM 
| 
PP Pe 
o cunw 
| 
peony 
1 NHK Oo 


1 Not available. MILLIO! 


2 Includes house purchase, interest, taxes, insurance and upkeep services; shoe repairs television repairs ’ 
barber and beauty shop services and movies. aie 


UNITE 
tunca 
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ComPARISON OF ACTUAL AND PROVECTED 
~ Tota Lasor Force 
ANNUAL AVERAGE 1960-1968 


ACTUAL 


- 
ae 
o 7 “\pROVECTED 


Projected in 1961 on the Basis of 1920-60 Trends 
1950 19S! 1962 1963 


MILLIONS 
74 


Projected in 1967 on the Basis of 1947-66 Trends 


1955 1956 1967 1958 1959 1960 


Source: U.S. Bureau of the Census, 


UNITED STATES DEPARTMENT OF LABOR 
BUREAU OF LABOR STATISTICS Serepe of Lever Stepeties 
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CHANGE In ToTat Personat Income BY Mayor ComPoNneNTS 
From 3d Quarter 1957 to 4th Quarter i958 


SEASONALLY ADJUSTED ANNUAL RATES 
BILLIONS OF DOLLARS 





atl — { ~ UNEMPLOYMENT 
INSURANCE 
SOCIAL SECURITY i 


AND OTHER as 
GOVERNMENT PROGRAMS 


3d Q. ist Q. 2nd Q. 34 Q. 4thaQ. 


195 958 


V Excludes lumpsum payment of retroactive Federa! 
Government wage increase in July 1958. 


2/ includes retirement, disability and survivor insurance 
payments under the Social Security Act, Railroad 


UNITED STATES DEPARTMENT OF LABOR Retirement Act, and by the Civil Service Commission 
BUREAU OF LABOR STATISTICS and Veterans Administration. 
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CHART 7. 


EMPLOYMENT IN Goods PRODUCING INDUSTRIES 
ComPaRED WiTH EMPLOYMENT: IN SERVICE INDUSTRIES 


ANNUAL AVERAGES, 1919-58” 


SERVICE” 


'G0008 PROOUCING INDUSTRIES INCLUDE AGRICULTURE, 
MINING, MANUFACTURING, AND CONSTRUCTION, 

® seavice manne aes. TRADE, Finance nce, 
eovennuen MSPORTATION AND PUBLIC ckarrees: 


0 0 
919 1925 1930 1935 1940 1945 1950 1955 1960 


SOURCE: MONFARM WAGE AND SALARY EMPLOYMENT FROM THE 
u.8. = OF LABOR STATISTICS, AGRICULTURAL Eu- 


PLOYMENT INCLUDING 
ano wineo WORKERS FROM THE 
AGRICULTURE, aemicuctumac MARKETING SERVICE. 
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CHart 8 


UNEMPLOYMENT Ratreg in THREE Post-War RECESSIONS 
SEASQNALLY ADJUSTED ; . ai J 
Percent of 
Civitian 
orn 


PEAK OF 
BUSINESS ACTIVITY 


AUGUST 


er ye 


f 
SJ ™ A 
NOVEMBER 
1948 


x 1953-55 


JULY 1953 


654321012345 6 7 8 9-10 1 12 13 1415 16 17 18 19 20 212223 24 


os es ee teens FRO CER Se eee 


MRATE EXAGGERATED Oy COAL STRIKE 
UNITED STATES DEPARTMENT OF LABOR SOURCE: U.8. BUREAU OF THE CENSUS 
BUREAU OF LABOR STATISTICS 


CHarT 9 





‘ECONOMIC REPORT. OF THE PRESIDENT 


& 


LP AASV 
BSERKRY 


NS 


Public 
Administration 
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Service 
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CuHartT 11 


UNEMPLOYMENT BY AGE AND SEx AND BY DURATION 
JANUARY 1957 TO DATE 


etisene SEASONALLY ADJUSTED 
30 


BY AGE AND SEX 


RAE A 
25 YEARS AND OVER > 


WOMEN 
25 YEARS AND OVER 


SOURCE: U.S. BUREAU OF THE CENSUS 


| 14-24 YEARS 


wulie”~ 








SS rT rT OND UP MA MD DAS ONO UPR MAUS 
1957 1958 1959 


YNITED $ DEPARTMENT OF LABOR ese tbenediii oak tee 


UNITED STATES DEPARTMENT OF LABOR 


BUREAU OF LABOR STATISTICS 
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CuartT 18 


New CONSTRUCTION 


Expenditures for Selected Types 
Seasonally Adjusted Annual Rates 


Billions of Dollors.._ 
4 


Total new construction 


Tote! private construction 


Nonresidentiol 


Private residential buildings 


bullding 


Total public construction 


1957 1958 1959 1957 1958 1959 


UNITED STATES DEPARTMENT OF LABOR SOURCE: U.S. DEPARTMENT OF COMMERDE | 
GUREAU OF LABOR STATISTICS ~__ U.S. DEPARTMENT OF LABOR 
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CONSTRUCTION EXPENDITURES ore expected ta rise about 7 percent. . 
in 1959; both dollar outlays and physical volume may set new records... 


BILLIONS } , BILLIONS 
OF DOLLARS OF DOLLARS 


bt PRIVATE EXPENDITURES 21 
Selected Types 


19 
PRIVATE EXPENDITURES may increase 
$1.3 billion, or 4 percent, from 1958, 
chiefly in residenfial building. Industrial 
construction moy decline considerably, 
but less thon in i958. 
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PUBLIC EXPENDITURES 
Selected Types 


PUBLIC EXPENDITURES ore expected 
torise $2.1 billion, or 14 percent, with 
about one-third of it in highwoys. 
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UNITED STATES DEPARTM 
OURECAY OF LABOR STATISTICS 


SOURCES: U.S. DEPARTMENTS OF COMMERCE AND LABOR 




































































































































































> 
EEE ALERT AE Ki cane oem 


144 


Representative Parman. Thesdiscussion will be continued by Mr. 
Paradiso, the Assistant Director of the Office of Business Economics. 
He will discuss Government demand. 


Mr. Paraptso. Thank you, Mr. Chairman. 


STATEMENT OF LOUIS J. PARADISO, ASSISTANT DIRECTOR AND 
CHIEF STATISTICIAN, OFFICE OF BUSINESS ECONOMICS, DEPART- 
MENT OF COMMERCE 


ECONOMIC ‘REPORT OF THE «PRESIDENT. 





Mr. Parapiso. It is my job today ‘te-discuss Government demand 
as reflected by the January barigtt translated into the national income 
and product accounts. 

At the present time, purchases of goods and services by Govern- 
Bes B weeny State, and local—comprise more than one-fifth of the 

national product. The Federal portion is 12 percent. 

In addition to these purchases, Governments also influence the econ- 
omy importantly through various other activities. The budget pre- 
sented by the President about this time last year for the fiscal year 
1959 implied an increase in Government purchases over the fiscal 1958 
total, and enlarged programs and appropriations were enacted by 
Congress. The upturn in such purchases, together with-other Gov- 
ernment*programs, contributed importantly tothe economic recovery 
now underway. 

We have made a translation of the 1960 budget into the national 
income and product accounts to evaluate its effect upon national 
economic activity. Only broad categories were examined, but for the 
purpose of appraising the overall economic impact, the results ob- 
tained provide useful guides. 

I shall first discuss the implications of the budget on Government 
expenditures. Exhibit 1 shows that in the national income frame- 
work the budget expenditure estimates imply a total of $92 billion 
in fiscal 1960, up $1 Million from the estimate for fiscal 1959. In the 
first half of calendar 1959, total expenditures are estimated at a sea- 
sonally adjusted annual rate of approximately $92 billion so that 
little change is indicated for fiscal 1960 from the current rate. This 
differs from the decline in expenditures shown from fiscal 1959 to 
fiscal 1960 in both the administrative and cash budgets. : 

Exhibit 1 provides for broad categories, a reconciliation of the three 
budget measures. 

The administrative budget expenditures drop by nearly $4 billion 
from fiscal 1959 to fiscal 1960. The cash budget expenditures, rep- 
resenting all payments to the public, drop by $2 billion. This dif- 
ference is due mostly to (1) a rise in payments out of trust funds 
amounting to about $114 billion, and (2) an expenditure in the ad- 
ministrative budget representing the issuance of International Mone- 
tary Fund notes amounting to more than a billion dollars in fiscal 
1959. This latter item does not appear in the 1960 budget. 

The cash budget does not include such expenditures. It is to be 
observed that loans and other capital transactions of such agencies 
as FNMA, Export-Import Bank, Commodity Credit Corporation, 
and REA. 

Finally, adjusting the cash budget to eliminate such loans and other 
capital transactions, the rise in estimated Federal expenditures from 
1959 on an income and product account basis is $1 billion. 
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Let us now turn to the economic impact of Federal expenditures 
as revealed by the income and product accounts.. Exhibit 2 shows a 
breakdown of the expenditures into purchases of goods and services 
and other items. 
= this table I have brought back these expenditures by quarters to 
1957. 

From the fourth quarter of calendar 1957 to the corresponding quar- 
ter of 1958, Federal-Government-purchases:of goods and services in- 
creased by more than $41, billion to nearl $54 billion at an annual 
rate. In addition to the rise in national defense expenditures, greater’ 
outlays were made for such purposes as the farm price support opera- 
tions and the pay raise for Federal employees. 

It is expected that Government purchases of goods and services in 
the first half of 1959 will be at an annual rate close to $55 billion, with 
national defense expenditures accounting for practically all of the 
increase over the fourth quarter 1958 rate. 

The budget implies that for fiscal 1960 Government purchasés of 
goods and services will total $54 billion, representing no marked 
change in the course of that year. Compared with the rise of more 
than $4 billion in purchases from fiscal year 1958 as a whole to fiscal 
1959,.the present budget implies no great change. 

otal expenditures for categories not included in goods and serv- 
ices—that 1s, transfer payments, grants-in-aid, interest payments, and 
subsidies less surplus of Government enterprises—were at an annual 
rate of nearly $37 billion in the fourth quarter of calendar 1958. The 
budget implies that this figure will rise by $1 billion in fiscal 1960, fol- 
lowing the $4 billion increase from fiscal 1958 to fiscal 1959. 

A substantial part of the contemplated $4 billion 1959 rise is ex- 
pected to be in transfer payments to individuals and in grants-in-aid 
to the State and local governments. A much smaller increase is pro- 
jected for these items in fiscal 1960. 

Transfer payments moved ahead rather sharply in fiscal 1958 from 
an annual rate of nearly $17 billion in the third quarter of calendar 
1957 to nearly $22 billion in the fourth quarter of calendar 1958. 
Part. of this increase was due to the rise in unemployment compensa- 
tion benefits accompanying the decline in business. Transfer pay- 
ments in total are expected to rise by only one-half billion dollars from 
fiscal 1959 to fiscal 1960. The.composition of the payments will 
change, however, as unemployment compensation payments decline 
and are offset by a rise of $114 billion in other transfer, mainly in 
increased benefit payments under the social insurance system. 

Another item is the decline in subsidies less current. surplus of Gov- 
ernment enterprises from a total of $4 billion for fiscal 1959 to $3144 
billion in fiscal 1960. This budgeted decline comes about mainly as a 
result of anticipated reductions in payments to farmers under the soil 
bank program, and the proposed increase in postal rates designed to 
minimize the Post Office operating deficit, 

The budget submitted for 1960, therefore, implies no significant 
change in the oto sanc of goods and services from the cunrent rate 
and only a modest increase in all other types of expenditures. Loans 


and other capital transactions as reflected in the administrative budget 
are estimated to decline rather sharply in fiscal year 1960. 

Underlying the $77.1 billion of Federal Government receipts for 
fiscal year 1960 are the assumptions, as stated by the Secretary of the 
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Treasury, of $374 billion of personal income and corporate profits-of 
$47 billion. Both of these figaves* ate for :the-calendar year’ 1959. ° 
These estimates compare with ah annual'rate of personal income of 
$3591 billion last December, and an annual rate of corporate profits 
ap See ies billion in thée:fourth quarter of last year.. 

he latest official estimate of corporate profits for the third quarter 
of calendar'1958 at an annual rate of $38 billion was: published ‘in 
the Survey of Current Busitiess, Department of Commerce, January 
1959. It is quite certain that*as a result of the substantial rise in 
business activity in the fourth quarter, corporate profits are substan- : 
tially above those of the third quarter. ; 

In the framework of thenational income and product accounts, the 
budget implies that the total<receipts in fiscal year 1960 wiil ‘be 
93.5 billion, a rise of $9 billion--from the estimate for fiscal year 1959. 
This is about the same as that-shown by the administrative budget 
receipts. As exhibit I indicates, the trust fund receipts rise by about 
$3 billion from fiscal 1959 to fiscal 1960 while the excess of corporate 
tax accruals over tax collections drops by $214 billion. ‘These are the 
two large items which make up the difference between the adminis- 
trative budget’ receipts and those based on the national income and 
product accounts. 

Comparing the estimated expenditures and receipts in the national 
income and product accounts, the indicated surplus is $114 billion 
in fiscal 1960 compared with a deficit of $614 billion in the current 
fiscal year. 

In summary, the budget implies that total Federal expenditures 
will not differ substantially-in the forthcoming fiscal year from the 
current’ rate, but that revenues will rise with continued improvement 
in business activity. 

Receipts and’ expenditures of State and local governments in: the 
aggregate have risen every year in the postwar years. In the past 5 
years, the average rise in éxpenditures—on national income and 
product account—was $3 billion per year; the increase in receipts 
averaged $214 billion per year. 

For the year ahead, estimates of expenditures and receipts of State 
and local governments are more tenuous than the Federal estimates 
since there are no summaries of budgets available as is the case for the 
Federal Government. Based on fragmentary information and using 
past trends as general guides, it is assumed that purchases of goods 
and services by these governments will continue to rise more or less 
in line with the recent trend. 

Expenditures of State and local governments—on national income 
and product account—in fiscal 1958 amounted to $41 billion; they: 
are calculated at $44 billion in fiscal 1959 and $48 billion in fiseal 
1960. Purchases of goods and services, which totaled $38 billion in 
fiscal 1958, may be expected to increase by $314 billion in fiscal 1959 
and by $3 billion more in fiscal 1960 to a total of ey 
$441, billion. Increased outlays for construction, particularly schools 
and highways, and higher employee compensation, will account for 
almost all of these advances. 9 

State and local revenues are expected to rise as a result of improved 
business conditions. Principal sources of the higher receipts are in- 
creases in personal income taxes, in property and sales taxes; and 
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some rise in grants-in-aid from the Federal-Government. Total re- 
ceipts of State and local governments on national income and product 
account were $39 billion in fiscal 1958 and are estimated to be $4214 
billion in fiscal 1959 and-$46 billion in fiscal 1960. 

Taking into account the higher expenditures, it would a 39s that 
these eevee are likely to incur about. the same deficit in the 

te as the average of recent years. 

“eThe trend of the combined expenditures of Federal, State, and local 
governments will be upward throughout the comin fiscal year. This 
rise during the next 12 months, however, would come almost en- 
tirely from State and local governments. 

For the fiscal year 1958, total Government purchases of goods and 
services were $88 billion; these are projected to $9514 billion in fiscal 
1959, and to $9814 billion in fiscal 1960. -On a calendar year basis, 
Government purchases of goods and services are expected to rise from 
the total of $91 billion in 1958, to $9714 billion in 1959. 

In summary, for all vernments combined, Government receipts 
in fiscal 1960 will be about in balance with Government expendi- 
tures. The indicated surplus of $144 billion in the national income 
accounts for the Federal’ preinnea would be offset by the expected 
deficit for State and local governments. 

(Exhibits 1 and 2 follow :) 


ExHIsIT 1.—Federal Government receipts and expenditures: Administrative 
budget, cash budget, and national income and product account, 1958-60 


[Billions of dollars] 


~ 


Fiscal years 


1959 


Receipts: 
Administrative budget 
Plus: Trust fund receipts 
Less: } ental transactions and other adjust- 
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Miscellaneous adjustmen 
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overnmen: nee enterprise expenditures (net) __ 
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ments (ineluding ing IMF notes) 
— Cash payments to the public. 
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1 ate such receipts as those of the District of Columbia, contributions to Federal retirement funds, 
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: “Tine es such e of the District of. Colambia, Government-sponsored ente: 
contributions to Fe eral aaa funds, and accrued interest on savings bonds and Treasury bills. 


Source: Administrative and cash budgets from the budget of the U.S. Government for the fiscal year end- 
June 30, 1960; national income and product account data from the U's De ee of Commerce, 
Office of Business Economics, data for 1959 and 1960 based on estimates in the budge 
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The Cuatrman. We are happy to welcome back Mr. Robinson New- 
comb who is goiag to discuss housing investment and demands. 
Mr. Newcoms. Thank you, Mr. Chairman. : 


STATEMENT OF ROBINSON NEWCOMB, CONSULTING ECONOMIST, .. 
svego 1 WASHINGTON, DC. ~~ ths 


Mr. Newcoms. Mr. Chairman, the Office of Business Economics of 
the Department of Commerce has just made data available to the 
Senate Banking and Currency ‘Cénmimittes ‘on. trends in. family and _ 
household income “distribution. Unfortunately, these data were not 

resented in such form as to show in constant dollars what has been 
ha pening to the number of families of a given purchasing power. 
he figures suggested that the number of households with incomes 
over $7,500 per year in 1957 dollars was rising relatively faster than 
the number with incomes under $7,500 and that there has been a de- 
cline in the number with incomes under $5,000. 

But the data were not clear. I accordingly put staff on the prob- 
lem of translating the data made available to the Senate Committee 
into constant purchasing power tables. The resulting tables showed 
that the number of households with incomes under $5,000 in 1957 
values rose through 1949, but has been declining since. The number 
with incomes from. $5,000-$7,500. has been rising ‘very. appreciably. _ 
The rise in the:mumber with incomes above $7,500is' quite startling. 

Facts on the shift in income distribution are very pertinent to any 
study of the housing market because the absolute growth in the num- 
ber of households now represents only roughly half the housing mar- 
ket. The upgrading of housing standards represents the other half 
today. 

If 90 percent of the population upgrade their housing about 10 
percent a year—and this is not far from what appears to be happen- 
ing—the housing market would grow 2 percent, or about a million 
units per year, even though there were no increase at all in the num- 
ber of households. “That could mean that:2- percent of 50 million 
families, or 1 mitten faniilies,.move. to better housés each year. . 
They could abandon roughly 1 million houses. 

Actually, of course, we do not abandon a million units a year. 
Housing is upgraded by improvement of existing stock as well as by 
abandonment of existing stock. The amount of the improvement de- 
en in part on the cost of new versus the cost of improving the 
old. : 


The census has recently revised upward its estimate of the probable 
number of households that will be found-in 1960. The desire of peo- 
ple to have good homes and their ability to pay for homes is such 
that the number of households is rising even more than some have 
expected, and housing standards also are being improved more than / 
some had.anticipated. 

The markets to. which I am referring have little reference»to. the. 
needs of the lowest:income groups—those without: wage earners, those 
on inadequate pensions, families whose wage earner is incapacitated 
by sickness or accident, and families living on substandard farms, 
among others. The need for what: has been called compassionate 
housing is a separate matter. I am referring here merely to the in- 
vestment market for housing. 
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./When the market resulting from the increased number of. house- 
holds—about 800,000 per year—is added to the market resulting from 
ig ge of income—not far from 800,000 a year; there would appear 
to be an effective demand for a like 114 million units per year 
over an extended period of time. “Such a demand: would appear to be 
with us today. nT ce | 

Demand makes its appearance, of course, only when it can be trans- 
lated. into contracts for purchase or for rent. If the.contract calls for 


»a large downpayment or for rapid amortization or high monthly pay- 


ments, the market is reduced. It should be noted that.easy-term home 
putchase contracts have proved to be good eontracts,... We don’t get 


excited when a family rents and pays only 1 month's rent in, advance. 


The mortgage behind a property being rented is not,imperiled because 


the tenant may leave at any time, 


The mort; ‘behind a house bought with a small downpayment is 
not a hazardous risk either because the purchaser.can walk, out,at.any 
time. The purchaser does not..walk out. He is proud of his house. 
He improves it—he spends time and money on landscaping the outside 
and on fixing up the inside. .The basic question.is: Is he an honest 


.man;-can he afford the monthly payments? . The basic question is not: 
» Was the downpayment. low ? 


My comments about the size. of the market being in the neighbor- 
then ofa million and a half are, therefore, based on the. assumption 
that families able to pay for housing will net be denied housing because 
they cannot make:a large downpayment, 


. .Adequate mortgage financing cannot be secured without ready access 


to savings of the country. Housing funds.are being denied access to 


‘current savings. . Increasing proportions of savings are coming in the 


form of internally generated corporate funds, time deposits in,com- 
mercial: banks and:pension funds. Corporations invest.almost nothing 
in housing. Commercial banks make a relatively small volume of new 
housing loans, and pension funds make almost none. Hod! 9 

Pension funds at least could.be tapped very-readily.. Unless FNMA 


_is willing to sell long-term debentures, it is difficult, for pension funds 
‘to invest in FHA mortgages, but they could lend funds to savings and 


loan associations. A 10-year loan to a savings and. loan: association 
would be guaranteed by the Savings and Loan Insurance Corp., and, 
therefore, would be.a good investment forthe pension funds. » use 
this loan would not have to be backed: by high reserves in the savings 


-and loan association, a higher, than usual. percentage of it could..be 


invested in mortgages. This is true because reserves must be miain- 


tained: against deposits by — and loans’ just as reserves must be 
e the 


maintained by banks'to ena m ‘to pay off depositors if requests 


‘for payment are made. No such: reserve would be required against a 
- loan made by a savings and loan so the money could go to mortgages. 


The cost. of handling a million dollar loan is far less than the cost of 
handling 1,000 $1,000 deposits, so the overhead in handling: this money 


- would be»less.. This means: that:the spread between the interest irate 


paid on the loan from the pension fund and thesinterest charged on 
mortgages to home buyers could be less than the spread between inter- 
est paid depositors and interest charged mortgagors.’ And the aug- 
mented flow of funds to mortgages would help to hold down the inter- 


est rate for mortgages, as well as increase the amount of housing that 
could be built. : In 
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With a big demand for housing, and if the institutional framework 
of the savings and loan system can be adjusted quickly to enable 
savings and loans to borrow directly and competitively in the money 
markets, it would seem that the volume of housing’in 1959 should equal 
or exceed 1.3 million. If action is taken in the savings and loan field 
promptly, the number might rise appreciably above 1.3 million in 1959, 
and still higher in 1960. . 

- The market for housing is strong. The money is available if it can 

be tapped. So it would appear that the housing volume in a free 
market: should exceed 1.3 million units in 1959. Should improved 
access to trust funds be denied and higher interest rates reduce the 
Sea FHA financing, the volume could drop below a 1.1 rate by 
ate fall. 

The following table, taken from the latest SEC release on the sub- 
ject, shows how individual savings have grown in institutions other 
than savings and loans compared to the growth in savings through 
savings and loans. The growth in time and savings deposits of b 
in the third quarter of 1958, for instance, was 392 percent of the 


growth in savings and loans. New sources of funds must be tapped 
for housing. 


Growth in savings by individuals in the United States, ratio savings and loan to 
other savings 


[1955 ratio savings and loans to others= 100) 


Time and savings deposits 
Investment company shares 
Pension funds and reserves 


Mr. Newcoms. Thank you, Mr. Chairman. 

The Cuatrman. Thank you very much. 

The discussion will be continued by Martin R. Gainsbrugh, chief 
economist, National Industrial Conference Board, who will speak on 
the subject of investment demand. 

Mr. Gatnssrucu. I ask your indulgence for having to leave directly 
after my testimony. I have a conference in Phoenix tomorrow and 
must fly out there. 


STATEMENT OF MARTIN R. GAINSBRUGH,; CHIEF ECONOMIST, 
NATIONAL INDUSTRIAL CONFERENCE BOARD 


Mr. GarnssprucH. My remarks will be directed first to the short- 
term outlook for private capital investment. As to the near-term, the 
National Industrial Conference Board’s survey, sponsored by News- 
week, of capital appropriations approved by large manufacturing 
concerns provides considerable insight... Two significant conclusions 
emerge: (a) preliminary evidence from our fourth-quarter capital 
appropriations reports confirms the modest upturn in appropriations 
first evident in the third quarter. | 
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It is still true, however, that capital spending as late as the fourth 
aoe of 1958 was still declining, at least in manufacturing, the 
uncil of Economic Advisers to the contrary. 

(6) On the basis of past relationships between appropriations and 
subsequent spending, it is likely that private investment in plant and 
equipment may begin to accelerate in late 1959 at a time when other 
eee initial stimuli to recovery are oe 

e Cuamrman. Then you do not expect this acceleration to take 
place until toward the end of 1959? 

Mr. GarnssrueH. Yes, the second half, as compared with the first. 

The past year has indicated again that once a decline in plant and 
equipment outlays sets in, it continues for at least a year or more, as I 
stated a year ago. 

You recall that last year I said I was not a member of the Six 
Months Club. 

Similarly, I now suggest that once an upturn sets in, it also should 
continue for.a rather prolonged period. Once the bottom is actually 
established in this vital sector, and an upturn is clearly evident, the 
rise in spending for plant and equipment may well continue for as 
much as 2 years. 

The rationale for the recovery and the possible extent to which it 
might carry should be related to three important factors: The rela- 
tion of output to capacity, the flow of profits and depreciation allow- 
ance, and our changing technology in relation to business and Govern- 
ment outlays for research and development. 

There is now a general consensus of professional opinion that the 
recent recession-was triggered by a decline in capital spending. Thus 
the Economic Report states: 


The major dévelopments (in 1957) were the decrease in the volume of incom- 
ing business of the capital goods industries and reduced appropriations by manu- 
facturing businesses for their investment expenditure programs. By the end 
of 1957, these early signs were confirmed by lower expenditures of business con- 
cerns on machinery, equipment, and new facilities. 

After the fourth quarter of 1956, both industrial production and 
GNP, in real terms, failed to rise at a time when major investment 
outlays were substantially increasing the Nation’s capacity to produce. 
That there were significant areas of the economy characterized b 
excess capacity at the 1957 peak of the cycle is confirmed by the wor 
at the Conference Board on capital output ratios, as well as the sur- 
veys conducted by McGraw-Hill and the analysis prepared by 
Fortune magazine. 

Capacity, of course, has grown over the 2 years since the 1957 peak 
in business. My remarks to this committee a year ago are still 
pertinent: “The working off of this unused capacity will take some 
time, measured in terms of a year or more, not in terms of a few 
months.” If the capacity problem were the. only element in the 
capital goods picture, one would not be as optimistic about the. im- 
minence and extent of the recovery in this critical sector. 

Current and prospective corporate profits now represent a much 
more compelling impetus to the initial phase of recovery in capital 
goods spending. With the recent sharp increase in productivity, 
corporate profits in the fourth quarter of 1958 rebounded to $14 
billion, annual rate, almost to the prerecession peak. If the Federal 
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budget’s assumption of $47 billion in corporate = for 1959 proves 
tobe correct, it will represent anew high in absolute terms. _ 

The note I have appended shows that in relative terms, high as the 
$47 billion corporate profit is, it is well below the 9 percent of GNP 
in 1950.and no greater than 5 percent of GNP in 1957. ét 

Add to this the record rate of cash flow resulting from ae 
preciation allowances and the result may well be a recordbr g 
fund available for capital goods spending. Clearly this will have 
an impact on decisions to spend; namely, capital appropriations. 
These, in turn, will become translated into capital outlays at a later 
date. 

(The note referred to follows :) 

Note.—The rate of profit on equity and sales is still well below prerecession 
highs.' Return on equity third-quarter 1958 was 9 percent ; on sales, 4.4 percent. 
Although this was further improved in the fourth quarter, it is still well below 
peak profit performance of past decades. (¢.g., 6 percent on ‘sales, 1947-51, peak 
7.6 percent, third-quarter 1950 or 14 percent on investment, 1947-57, and 17.6 
percent peak, third-quarter 1950). ~ Fourth-quarter 1958 profits were equivalent 
to 5.8 percent of national income as compared with 6 percent for all of 1957 
and 10.5 percent in fourth-quarter 1950, the peak. If profits reach $47 billion 
before tax in calendar 1959, as Treasury estimated, $23.1 billion after tax, 
they will be equivalent to 4.9 percent (after tax) of $470 billion GNP, as 
Treasury estimated. This compares with $21.8 billion profits equivalent to 5 
percent of GNP in 1957 as a whole and 9 percent in the fourth-quarter 1950 high. 

That this jump in profits occurred in the face of continued wage 
increases is eloquent testimony to the efficacy of earlier capital invest- 
ment in boosting productivity. In this view, the recent rise in pro- 
ductivity and profits is a direct result of the earlier investment boom. 
Not only does the boost in profits mean an increased flow of funds 
available for new investment; it also provides a visible proof of the 
profitability of such investment. 

Profits are also linked to our dynamic technology. The continuing 
rise in outlays for research and development has attracted wide at- 
tention. These outlays pay off in greater productivity, new prod- 
ucts, and hence more profits. Past increases in research and de- 
velopment will be constantly creating new investment opportunities. 
This may explain, at least in part, why investment did not fall as 
far, or as long, during the recent recession as might have been ex- 
pected solely on grounds of capacity. The past year was no ex- 
ception in the steady rise in these outlays for the future. They 
should bear fruit particularly in a period of prospective rise in the 
flow of funds available for investment. 

The pattern of plant and equipment spending has an important 
time dimension which may prove to be of growing importance in 
maintaining and sustaining the recovery in the latter part of. this 
year. As the demand for housing ebbs from the current or prospec- 
tive peak rates, as the impetus from the inventory sector wears off, 
as Federal outlays stabilize or even drop modestly, the capital.goods. 
sector should be ready to provide upward momentum. In facet, this 
is what happened in previous cycles. The capital goods industries 
do not lead the cycle upward, as has been too.often mistakenly, as- 
serted. These industries are most important in giving body to the 
recovery, and perhaps even laying the groundwork for a boom. 
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‘ In the presently prospective recovery of plant and equipment, the 
harsh 4 part should receive the inithal boost. Modernization and 
improvement of facilities will come first. . i 

would put the sector labeled “Producer’s Durable ed 
figure for the fourth quarter of 1959 at about $26 billion. The figure 
currently is around $2214 or $23 billion. 
’ After the previous peak in the economy has been surpassed, and 
by more than a nominal margin, spending for further physical ca- 
pacity should follow. : 
- It 1s important to keep this capital goods — in perspective. 
It may not yet even have begun. Thus, we should not expect too 
much from this sector of the economy, certainly in the first half of 
this year. In the second half, however, the appropriations data 
strongly support a sustained rise in capital goods spending by private 
industry. 


By way of review in the earlier 1953-54 business recession, the sea- 
sonally adjusted rate of capital Soca re touched bottom in 
oo quarter of 1954, 1 year before the trough in actual capital 
outlays. 

me eee rose continuously from a 1954 to the 
first half of 1956. In this upsurge of capital goods demands, very 
sizable appropriations backlogs were built up. The 1956 turning 
point in epee again led the decline in spending by a year 
or more. e capital appropriations’ decline in the third quarter 
of 1957 was particularly steep, and, considered in light of the previous 
declines in 1956-57, presented a strong argument for an imminent 
fall in outlays for capital goods. | 

The spending drop in the fourth quarter of 1957, which first became 
evident in the Commerce-SEC survey of spending intentions pub- 
lished in March of last year, came as no surprise to followers of the 
appropriations survey. ‘The subsequent spending slump in the first 
half of 1958 was also understandable in view of the previous decline 
in capital appropriations. 

The behavior of the Commerce-SEC survey over this period deserves 
some comment. As you know, these data are presented three times 
for each quarter. e first capital- anticipation is based upon 
replies made before the quarter has begun. The second anticipation 
is based upon replies made while the quarter is in progress, The 
third presentation is based upon historical evidence for the quarter. 

The early anticipations of the quarterly figures overstated the actual 
spending drop in every quarter of 1958. In fact, in each of the 10 
quarters ending with the third quarter of 1958, the early anticipation 
of manufacturing capital investment has been greater than the actual 
outcome. a 

The mean, or average, overestimate, for the first anticipation of 
each quarter was $0.83 billion. Further, the second anticipation for 
the fourth quarter oe rate in manufacturing has been an over- 
estimate in each of the past 6 years; the average error has been $0.60 
billion, at annual rate. AE ES 
“In view of this past, experience, it should not be surprising that we 
have some reservations about the presently predicted rise of $0.27 bil- 
lion (annual rate) in capital spending by manufacturers scheduled 
to take place in the first quarter of 1959. this connection, it should 
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be noted that national product tables presented in the President’s 
Economic Report attach to the estimates of nonfarm producers plant 
and durable equipment for the second, third, and fourth quarters of 
1958 the following footnote: 

Data for the last three quarters of 1958 have not been revised to reflect lower 
expenditures reported in the last two surveys of business expenditures for new 
plant and equipment. 

In passing, I would also like to call attention to the overstatement 
in capital spending by the public utilities in the early anticipations, 
compared with the actual Commerce-SEC figures available r the 
quarter’ was over, for each of the first three quarters of 1958. At 
the Conference Board we are looking forward this year to the col- 
lection and publication of capital appropriations for the gas, electric, 
and communications utilities, as an addition to our established series 
on manufacturing appropriations. 

Our manufacturing capital appropriations series touched bottom 
in the second quarter of 1958. e third quarter, capital appro- 
priations rose moderately, cancellations fell, and, perhaps most impor- 
tant of all, the number of companies reporting higher appropriations 
rose sharply. 

The decline in backlogs-of unspent appropriations in the third 
quarter was the smallest of the previous six quarters. We have inter- 
preted these findings as indicating a turnaround in capital appropria- 
tions, to be followed by a rise in mp mege ses ar three or four quarters 
later. The spending decline in the fourth quarter, now reported in 
the Commerce-SEC series for manufacturing, may well be followed 
by a further decline of modest proportions in the current quarter. 

We are now collecting the capital appropriations report for the 
final quarter of 1958. While only 100 company reports have been 
tabulated, the preliminary indications suggest a continued modest rise 
in x 5g adams accompanied by a small decline in capital spend- 
ing by these large manufacturing concerns. 

he evidence for an upturn in capital goods spending is also con- 
firmed by the McGraw-Hill Survey of annual capital budgets collected 
last October. They indicated a 3-percent decline in manufacturing 
capital outlays for 1959, compared with 1958, with a counterbalanc- 
ing increase in the nonmanufacturing sector. Total business spend- 
ing for plant and equipment this year was accordingly expected to be 
about the same as last. 

This anticipated equality of spending in the 2 years implies that 
during the coming 12 months, the rate of s ing will rise. This 
follows from the downward revision in capital spending we expect for 
the fourth quarter in the Commerce-SEC series, so that the spending 
rate at the start of this year will be well below the 1958 average. 

The rise in capital-goods spending also follows from the recent 
upward slope in the capital-appropriation figures. The presently 
available information both from the spending intentions pata and 
from the capital-appropriation fi suggests that the rise in the 
early quarters will be of moderate dimensions. 

For some perspective on capital goods, I propose to review briefly 
the three postwar cycles in plant and equipment ding, using two 
charts we have prepared from the Commerce-SEC data. For each 
of the three cycles, 1948-53, 1953-57, and 1957 to date, we have set the 
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prerecession peak in the capital-outlay series equal to 100. It is now 
clear that the 1957-58 decline in capital-goods spending was more 
severe than in the earlier postwar busmess recessions. In the 1948-49 
cycle, the trough of the plant and equipment spending series coin- 
cided with the trough in general business activity. However, in the 
1953-54 and the most recent cycle, the trough in business spending 
came later than the bottom in general business. 

Even more interesting from our present viewpoint was the snap- 
back in plant and equipment outlays in the two previous recessions. 
When the trough of the present cycle in capital goods spending be- 
comes clearer, the uptrend may again resemble the recovery pattern of 
the two previous cycles. Further, once this recovery gets underway, 
it may continue for a number of quarters. 

Thus, after the fourth quarter of 1949 trough in plant and equip- 
ment spending, recovery continued, with an interruption in 1952, for 
15 quarters. The second time around, the recovery continued for 
10 quarters after the bottom was reached in the first quarter of 1955. 
In constant dollars, using the new deflators recently released by the 
Commerce Department, fhe 10 quarters of the more recent recovery 
were reduced to 6 quarters, with the subsequent 4 quarters continuing 
at peak rates. . 

he cycles in manufacturing plant and equipment outlays generally 
followed the same patterns as overall business spending for capital 
goods. In all three cycles, the trough in manufacturing plant and 


equipment came well after the bottom in general business activity. 
Thank you. 
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(The charts accompanying Mr. Gainsbrugh’s statement follow:) | 
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The Cuarrman. Mr. Gainsbrugh, we are very happy that you are 
here: We wish you a pleasant journey into the sunshine and that 
you anes oy the mild climate of Arizona. 

Thank you 


The next participant is Mr. Irwin Friend, professor of economics, 
University of Pennsylvania, who is going to speak on: the general 
topic of economic outlook for 1959, 

Mr. Frrenp. Thank you, Mr. Chairman. 


STATEMENT OF IRWIN FRIEND, PROFESSOR OF ECONOMICS AND 
FINANCE, UNIVERSITY OF PENNSYLVANIA 


Mr. Frrenp. I have been asked to comment on the economic outlook 
for 1959. with particular reference to prospective trends in inven- 
tories and consumption. I might say at the outset that my analysis 
of all the major factors likely to affect the national income this year 
has led me to pretty much the same conclusion which most other 
noone both inside and outside the administration seem to have. 
reached. 

The year 1959 will probably be characterized by rising economic 
activity and on the basis of plausible assumptions should achieve a 
level of gross national product of over $470 billion for the year as a 
whole and an annual rate of over $480 billion in the fourth quarter. 

In my opinion, the analysis suggests rather little pressure on prices 
over the year and a level of unemployment at the end of 1959 some- 
what lower than the current level. However, I do not anticipate a 
return to full employment conditions by the end of the year in view 
of rises in productivity and in the labor force. 

The basic assumptions behind these projections are an increase in 
Federal and more important in State and local government expendi- 
tures on income and product account of close to $114 billion from the 
fourth quarter of 1958 to the fourth quarter of 1959, no change in 
tax rates, an increase in nonfarm plant and equipment expenditures 
of some $3 billion—or 10 percent—over the same period and mod- 
erate and offsetting changes in residential construction, farm invest- 
ment, and net exports. 

I might note that iY estimate of Federal expenditures is about a 
billion dollars higher than would seem to be implied by the admin- 
istration budget. 

On the basis of these assumptions in other sectors of the economy 
which presumably will be discussed in detail by other witnesses be- 
fore this committee, I estimate that the annual rate of inventory in- 
vestment will increase by more than $5 billion from the fourth quarter 
of 1958 to the fourth quarter of 1959, and consumption by roughly 
$15 billion. _ 

Inventory investment can be regarded as one of the more depend- 
able as well as one of the more so mainstays of economic 
activity this year. There are basically three different approaches to 
predicting the course of inventory investment from the end of 1958 
to the end of 1959. 
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The first is simply to note what happened in corresponding periods 
of recovery from earlier inventory recessions; for example, the move 
in inventories from the end of 1954 to the end of 1955. The second 
is to make use of the statistical relationship observed between the rate 
of inventory investment and the rate of change in sales some 6 months 
earlier; the lag represents the time it takes for businessmen to adjust 
their inventories to the desired relation with sales and permits knowl- 
edge of current sales to be translated into inventory movements a half 
year or so later. pat 

The third approach which is theoretically the most appealing is to 
ask a sample of businessmen either about their inventory plans and 
sales anticipations over the year or about their desired relation of in- 
ventories to sales as compared with the current situation. -Fortune 
magazine has just completed such a survey of business invento 
plans and sales anticipations which it kindly made available for this 
testimony. 

All of these approaches imply that current inventories are already 
somewhat inadequate and that, as compared to an estimated zero rate 
of inventory investment in the fourth quarter of 1958, the annual rate 
should be expected to move rapidly to over $5 billion with rising sales, 
and be at least at that level during the fourth quarter of 1959 but 
might easily be $6 billion or more. It appears that most of the in- 
crease in inventory investment will occur in durable-goods areas. 

More detail on the inventory situation in various industries and at 
different distributive levels is contained in a brief analysis to appear 
in the February issue of Fortune magazine which I should hke to 
submit for the record. 

Consumption as a whole for the rest of this year seems to me likely 
to move pretty much as disposable personal income. The rate of per- 
sonal saving at the end of 1958, estimated ‘at 6 percent of income, is 
about as low as it has been since 1950. This of course is the same as 
saying that the current ratio of total consumption to income, which 
is 94 percent, is relatively high. 

Consequently, the consumption-income ratio might be expected to 
decline somewhat over 1959. It might be noted that there was ve 
little change in this ratio from the fourth quarter of 1954 to the fourt 
yg of 1955, which was the corresponding period of the recovery 

rom the 1953-54 recession. However, the consumption-income ratio 
is currently higher than in the previous upturn and while there is rea- 
son to expect that in one major sector of consumption—viz, automo- 
biles—purchases will go up more than proportionately to income there 
- little reason to anticipate another record year for automobiles like 
1955. 

The critical assumptions necessary in projecting the rise in the ‘an- 
nual rate of total consumption from the fourth quarter of 1958 to the 
fourth quarter of 1959 involve first the ‘relation between increases in 
total consumption and in personal disposable income and second the 
relation between increases in personal disposable income and in gross 
national product. 
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On the assumption that the first ratio—the marginal propensity to 
consume in this period—is roughly 0.9 and the second ratio close to 
0.6, the estimated annual rate of increase in total consumption over the 
year will be approximately $15 billion and the increase in gross na- 
tional on nearly $30 billion. This may be a fairly generous esti- 
mate of the increase in consumption since it implies only a small rise 
in the saving rate from 6.0 percent to 6.2 percent. 

It will be noted that the previous analysis of total consumption re- 
lies heavily on past relationships. These relationships imply in- 
creases in expenditures on consumption generally, but for most goods 
and services the percentage increase implied from the rate in the 
fourth quarter of 1958 is slightly less than in income. On the other 
hand, a more than proportional increase in automobile expenditures is 
su by past Sar 

early it would be desirable to supplement past relationships b 
other information including consumer intentions to buy and rela 
anticipatory data. Unfortunately such data of this type as are avail- 
able are a couple of months out of date and their interpretation is in 
any case rather difficult. 

To sum up, the year ahead seems likely to be prosperous but not 
inflationary. There is the uncomfortable prospect—but by no means 
certainty—of a prolonged level of —- oyment which though not 
high by recessionary standards is too high by “full employment” and 
vigorous growth standards. 

his is the type of period where unlike the situation a year ago the 
dangers of deflation are not necessarily greater than the dangers of 
inflation though the latter can easily be exaggerated. 

As a consequence, appropriate fiscal policy should be reasonably 
neutral in the sense that.any substantial changes in expenditures from 
those currently budgeted should be offset by corresponding changes 
in revenues and in the absence of such developments major reliance 
might well be placed on more flexible monetary policies. 

(Fortune article follows :) 


[From, Fortune, February 1959, “‘Business Round-Up,” pp. 33—40] 
INVENTORIES: Too Low 


The rapidity of the recovery, optimism about sales, expectations of rising 
prices, and the good possibility of a steel strike would all seem to herald a scurry 
for more inventory, but it hasn’t—yet. Inventories were held fairly steady last 
quarter. Businessmen answering Fortune’s survey of 500 companies on their 
inventory and sales expectations say they plan to add better than $3 billion, or 
4 percent, to inventories during 1959. This looks low with respect to their 
needs. : ; 

Needs, of course, are related to sales expectations and the adequacy of present 
stocks. Executives in the survey expect total sales of goods to rise by 7 percent 
during 1959 ; so final purchases (i.e., sales adjusted to exclude inventory accumu- 
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lation) would be up nearly 6 percent. They also want 1 percent more. inventory 
relative to sales than they have at present. To reach the inventory-purchases 
ratio they say they want (see chart p. 38) they would need not $3 billion more 
inventory but $6 billion. 


Current rates of stockpiling are even lower than the $3 billion executives plan 


and the $6 billion they need. Inventories in general showed little change in 


the fourth quarter. The January increase in industrial output may have made 
a start in the direction of accumulation, but probably only a small one (e.z., 
in steel; see below). 

“All this is building up a potential shortage of goods, and therefore the likeli- 

hood of a belated rush to stockpile in coming months. By now, business may 
even have as much as 2 percent less inventory than it desires, and it is fast 
losing its cushion of finished goods, those ready for shipment to customers. As 
sales pick up in coming months, more shortages will appear. These inventory 
deficits, of course, are a legacy of the inventory cutting in the recession, which 
slashed stocks by more than $6 billion, and are concentrated primarily in 
durable goods lines of business. 
. In nondurable goods stocks are adequate... Nondurables merchants are pres- 
ently satisfied with their stocks and plan only a 2 percent rise in the next year 
($400 million), in the face of an expected 4 to 5 percent sales rise. Nondurables 
manufacturers actually claim to have a trifle too much inventory now—a 1 per- 
eent excess in oil, paper, and chemicals, and one of 3 to 4 percent in textiles; 
consequently they plan only a i-percent rise in stocks ($200 million) during 
1959, though they expect sales to be up 4 percent. 

‘But merchants of durables. are already short and accordingly they are 
planning inventory increases in line with sales expectations. Wholesalers, 
short by 2 percent now, figure on a 1959 rise of 6 percent in stocks ($350 mil- 
lion) and sales. Durables retailers already have 6 percent less stock than 
desired and so plan on an 11-percent rise ($1 billion), as against a 13-percent 
inerease expected in sales. Car dealers account for by far the largest present 
shortages and expected gains; they had 590,000 1959 cars in stock at year’s 
end, which was too few by 10 percent in their opinion. So Detroit is exceeding 
January schedules. 

Manufacturers of durables are not planning in line with sales expectations, 
much less hedging against a midyear steel strike. These producers at yearend 
figured inventory as a trifle on the low side, having reduced it by $4 billion in 
1958, and so eliminated the 8-percent excess reported a year ago. Now they 
plan an accumulation of less than 5 percent ($1.3 billion) as against an average 
sales increase of 10 percent expected in 1959 (this is typical of most lines; 
aircraft companies are less bullish, steel producers. more so). This would 


steadily lower their already low ratio of inventories to sales, without making 
any provision for a strike. 


INVENTORIES ARE LOW—PLANS ARE CONSERVATIVE 
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The Cuarrman. Thank you, Mr. Friend. ; 

We will have the article which you mentioned as published in 
Fortune magazine included in the record at the conclusion of your 
statement. 

The discussion will be continued by Mr. William F. Butler, vice 
president of the Chase Manhattan Bank, who wilé discuss the subject 
of “International Trade Investments.” 

Mr. Butler. 


STATEMENT OF WILLIAM F. BUTLER, VICE PRESIDENT, THE CHASE 
MANHATTAN BANK 


Mr. Borier. Thank you, Mr. Chairman. 

As I understand my part of this morning’s assignment, it is to con- 
sider prospects for our international trade and investment during the 
next year or so. This seemingly clear cut and innocuous statement 
covers up a great deal, What is really involved is an appraisal of the 
business outlook in the United States and the rest of the world, a con- 
sideration of the many complex factors influencing our balance of 
payments with the rest of the world, and a judgment as to the validity 
of the charge that the United States is pricing itself out of world 
markets. 

Stated in this manner the assignment is indeed formidable. 

Nevertheless, I feel it is most appropriate that this committee con- 
cern itself with these matters, however complex they may appear. 
For this Nation must be concerned, and increasingly so, with interna- 
tionai economic affairs in general as well as with the maintenance of 
confidence in the dollar. 

The fact that we must do so signals the beginning of a new phase in 
the world economy. Competition in world markets has become more 
intense, and the vigor of this competition promises to increase in the 
period ahead. To cope with it, we must strive to increase the technical 
efficiency of our production and to contain inflationary pressures. 

While I have no illusions that the period ahead will be an easy one, I 
‘do have confidence in our ability to deal with the problems that we 
face. In my personal judgment, the U.S. economy is entering a new 
period of expansion that promises to carry us back to capacity pro- 
duction and a high level of employment by late.1959 or early 1960. It 
is. my view that 1959 will be a year during which the rest of the free 
world will also witness a return to dynamic economic growth. 

Such developments could reduce the outflow of gold.from this coun- 
try to manageable proportions. They could-also open very great-new 
opportunities for our export trade and for our oversea private invest- 
ment. 7 

To realize these opportunities, and in fact to measure up to our 
responsibilities in the world, we must controbinflation. If we should 
undergo further inflation relative to the rest of the world, many of our 
products would be quickly priced out of world markets. If not cor- 
rected with alacrity, such a trend could lead to a crisis of confidence 
in the dollar which would have serious repercussions throughout the 
world. It is my belief that we can deal effectively with inflationary 
pressures, if there is.a broad understanding of the importance of 
doing so. 
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Having set forth these conclusions, I feel I should try to present 
some of the reasons that lie behind them. _ Trends in our international 
economic relationships are intimately linked to developments in do- 
mestic business. Experience shows that our imports move up and 
down in general harmony with the business. cycle. Our oversea invest- 
ments too are importantly affected by swings in corporate earnin 

On this score, I believe the immediate outlook is most favorable. 
Our economy has weathered the third postwar recession in satisfactory 
fashion—total national output has regained its previous peak. What’s 
more, a realistic appraisal of prospects in key areas of the economy 
i to a continued, and possibly very strong, advance in the year 
ahead. 

To be specific, here are my projections for major sectors of the econ- 
omy—the figures cited relate to changes in seasonally adjusted annual 
rates between the fourth quarter of 1958 and the fourth quarter of 
1959. 

Government expenditures for goods and services may rise $5 billion, 
$3 billion at the State and local level and 2 billion at the Federal level. 

Business investment in new plant and equipment might rise 10 per- 
cent or more—adding $4 billion or more to total demand. By midyear 
many businesses vail be running at an operating rate sufficiently high 
to make further expansion of capacity desirable. 

Housing starts topped the 1.4 million annual rate in December, 
about as high a level as can be sustained by demand and the flow of 
mortgage funds. Some moderate decline may set in during the second 
half, as investors find more attractive outlets for funds than are 
po by Government-guaranteed mortgages with their fixed interest 
ceiling. 

Inventory buying promises to add as much as $5 to $6 billion to 
demand by year’send. The pattern of inventory changes during the 
year _ be importantly influenced by labor-management negotiations 
in steel. 

Consumer expenditures should rise at least $18 billion, or 6 percent. 
This is about in line with the prospective rise in income after taxes. 
It assumes sales of 514 million domestically produced autos, a figure 
that may well be on the low side by half a million or so. 

When you add these projections up, you get a gross national prod- 
uct in the fourth quarter of this year of $485 billion at annual rates. 
That’s an increase of 7 percent during the year—a very rapid advance 
as compared to the normal 4 percent per annum growth in our econ- 
omy. 

Moreover, I have a feeling that some of my projections may turn out 
to be too low—particularly those for plant and equipment and for 
consumption. Thus, I believe it is possible that we'll pass the $500 
billion milestone before mid-1960. 

This sort of rapid advance in domestic business activity should gen- 
erate a good increase in our imports. For the year as a whole 
may run to $14 billion, up 9 percent from last year. Then our pri- 
vate foreign investment could maintain the 1958 level of $2.8 billion. 


Corporate earnings will be substantially greater this year than last, 
while more and more American companies are finding it advantageous 
to invest abroad. Prospects of a European common market pro- 
vide an important spur to investment in Europe. These favorable 
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factors will offset the influence of higher interest rates in the United 
States—and lower rates abroad—which tend to reduce borrowing by 
forei vernments and businesses in the U.S. market. 

All of the items I have just mentioned—imports, services, grants 
and loans and private investment—supply dollars to other nations. 
The total supplied this year could run to $27.8 billion, an increase of 
$1.2 billion over 1958. To forecast our exports, 1t is n ry to 
make a judgment as to how many of these available dollars will be 
spent on exports of U.S, goods and services and how many will go 
to build’ up foreign holdings of gold and dollars. . et 

During 1958 sipanants of U.S. gold amounted to $2.3 billion and 
dollar assets held by foreigners rose approximately $1 billion. | That 
was about double the average annual increase in foreign gold and 
dollar holdings in the 1949-57 period. 

Now other nations probably will continue to expand their hold- 
ings of gold and dollars in the years ahead—they need to add to their 
reserves to support expanding trade. In a'sense, the free world oper- 
ates on a dollar standard. But, if the net addition to foreign dollar 
holdings becomes too rapid, as it was in 1958, and if there should de- 
velop a flight from dollars into gold, the world economy would be in 
serious trouble. That is why it is so important for the United States 
to maintain its competitive position in world markets. 

I do not find any evidence in the available statistics that supports 
the view that the United States has, as yet, priced its exports out of 
world markets in any overall sense. Our general price level has not 
risen in such manner as to move it out of line with that in most other 
countries. Nor have price trends in any major area of our economy 
moved out of line. 

Nevertheless, it is a fact that U.S. exporters are running into in- 
tense oo from foreign suppliers. We have lost business 
abroad in lines we had pretty much to ourselves until recently. And 
more oe ocean are invading the U.S. market. Why is this 
so? For the first time in the ee period, foreign producers gen- 
erally have excess capacity. Moreover, many of them have installed 
modern plant and equipment and have adopted many of our tech- 
niques. Thus, they can compete more effectively with us. 

pite these developments, I look fora pickup in our exports as the 
year progresses. It now looks as though Western Europe is on the 
verge of a new period of expansion, following a very moderate reces- 
sion in the United Kingdom and a slowing down or a leveling in a 
number of other nations. 

Such developments could lead to increased demands for U.S. raw 
materials and semimanufactured products, which accounted for the 
major share of the drop in our exports. 

Moreover, the recovery in the United States and the expansion in 
Europe promise to increase the foreign exchange earnings*of many 
underdeveloped nations, enabling them to increase their purchases in 
the United States and Western Europe. 

A reasonable projection would place our commercial exports at 
$18.2 billion for 1959, an increase of 12 percent over last year. ’ Other 
uses of dollars on the part of the rest of the world for ‘items like ship- 
ping, tourism, and earnings remittances should also increase. 
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On balance, the transfer of gold and dollars to foreign account 
could be a third less this year than last. Under this projection. the 
rate of the transfer would diminishas the ate progresses, a develop- 
ment that would strengthen the dollar and bring the transfer in line 
with the needs of other nations to bolster their monetary reserves... 

Consequently, I believe the immediate problem of the loss of gold 
and dollars will be reduced to madgenia ‘proportions by the re- 
covery: in business activity at home and abroad. However, I think 
we must be concerned about longer term trends in international mar- 
kets. The prospect for the future is for greater monetary stability 
in many other nations and perhaps for a greater readiness to devalue 
currencies to keep competitive. 

In addition, other nations are moving ahead rapidly in terms of 
capital investment and technology, so that they can, with lower hourly 
wage rates, offer a real competitive challenge in more and more lines. 

iven an equal start, I believe U.S. business can continue to hold 
its own in world markets. The record shows that we have been able 
to move steadily ahead in developing our eae 8 so that we have 
been able to pay higher hourly wage rates, and keep our overall 
costs of production on a competitive plane. 

It. seems to me that our problem can be phrased this way: given 
the handicap of inflation, U.S. business could run behind in the race 
for world markets. If we should fail to contain inflation, our domes- 
tic costs and prices would rise faster than those in the rest of the 
world. If that should happen, many U.S. exports would be quickly 
priced out of world markets. 

However, we can give our exporters an even start by taking steps 
to deal effectively with inflationary pressures. I am aware of the 
fact that many observers take a dim. view of our chances of main- 
taining a reasonable stability in our price level. However, in my 
view we can, and must, deal with these problems. We must work 
to gain broad public acceptance of measures to keep wage increases 
in line with our ability to pay them without ore up prices. At 
the same time, we need to restrain the growth in asing power 
by running a surplus in the Federal bu when inflation threatens, 
and checking the expansion in money and credit. 

It seems, then, quite clear that these goals cannot be attained over- 
night. Yet by constantly pressing toward them, I believe we can 
meet. the competitive challenge in world markets. Thus, I believe 
the long-term outlook for our foreign trade and our foreign invest- 
ments is most favorable. 

The Cuarrman. Thank you, Mr. Butler. — 

Mr. Wells. 


STATEMENT OF ORIS V. WELLS, ADMINISTRATOR, AGRICULTURAL 
MARKETING SERVICE, DEPARTMENT OF AGRICULTURE 


Mr. Wexts. I will summarize very briefly the outlook for agricul- 
ture.in 1959 as presented at our 36th Annual Agricultural Outlook 
Conference held last. November. These conclusions were based. on 
the prospect for a growing economy anda continued strong: demand 
for food in the year aliead: Subsequent developments in this:as -well 
as other factors affecting the agricultural outlook have motvaltered 
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the conclusions reached at that time. As in previous years, I am 
offering for the record one table and three charts which document 
some important trends in agriculture. 

First, with respect to the price outlook, we expect that prices re- 
ceived by farmers may average some lower in 1959 than in 1958, but 
probably not far from the current level (table 1). Last year prices 
averaged 5 percent higher than in 1957, substantially a result of 
sa prices for hogs and cattle. Prices of most major crops aver- 
a ower. 

More ee have eased and at the end of the year averaged 
only slightly above yearend 1957. For 1959, the major price change 
in view is lower prices for hogs, which are already coming into in- 
creasing supply. But we do not anticipate the disorganized markets 
that prevailed in late 1955. Cattle prices should remain strong as 
ranchers continue to build up herds. On the whole, price supports 
for 1959 crops may not be much different than for 1958 crops, except 
notably for those cottongrowers who, under the provisions of the 
Agricultural Act of 1958, may elect some expansion in cotton acre- 
age while at the same time a lower price support level. 

Meanwhile, some further rise in farm costs is likely in 1959. The 
index of prices paid by farmers for commodities, interest, taxes, and 
wage rates rose 3 percent in 1958, continuing an uninterrupted rise 
since 1955. Over the past year, significant price increases have oc- 
curred for food and feeder livestock purchased by farmers and for 
motor vehicles and farm machinery, as well as for interest, taxes, and 
farm wage rates. Prices and cost-rates paid by farmers may. hold 
close to the current level but nevertheless the relationship between 
average prices received and average prices paid, which improved last 
year, may be less favorable in 1959. 

In this matter of price trends in the nonfarm economy, we need also 
to look at chart 1 which shows the change in prices associated with the 
food market basket—that is, a fixed set of domestically produced 
farm food products representing average quantities purchased b 
urban worker families in a fairly recent year. Between the fourth 
quarter of 1957 and the fourth quarter of 1958, the retail cost of the 
market basket to the consumer increased some $34, or 3 percent, while 
at the same ‘time the value of the raw products at the farm declined 
slightly. In the case of meat products which have been largely: re- 
sponsible for the rise in food prices, less than half of the increase at 
retail traces back to the farm. © 

Turning now to farm income (chart 2), the consensus last fall was 
that there may be a moderate reduction in farm operators’ realized net 
income in 1959, perhaps on the order of 5 to 10 percent. This would 
come, of course, after a very substantial rise of some $2 billion, or 20 
percent, in 1958, to the highest level in 5 years. 

The increase in realized net income occurred despite a substantial 
rise in production expenses and came out of two main factors: The 
real improvement in the livestock markets and the record level of crop 
output which sharply increased the flow of commodities under loan to 
the Commodity Credit Corporation and thus Federal budget.expendi- 
tures. For calendar 1959 we expect cash receipts from farm market- 
ings (which includes farm receipts from CCC loans) to be much the 
same as in 1958. 
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Some reductions may occur in cash receipts from hogs and wheat if 
present production prospects materialize, but an increase in cotton 
acreage and receipts could also oceur. || On'the other hand, the acreage 
reserve of the soil bank has been eliminated. This provided’ some 
$700 million in Government payments to farmers last year. Part of 
this reduction, however, will be offset by larger payments under the 
expanded conservation reserve. Farm production costs will almost 
certainly show some further rise. In total, a reduction of about $1 
billion in realized net farm income seems likely at thistime. But with 
the economy again moving up, the income of farm people from non- 
farm sources may rise, thus easing the impact of somewhat lower 
income from farming. 

At this point let me turn to farmers’ expenditures in the important 
capital investment sector. There is little question that the increase in 
farm income and farm spending in. 1958 made some positive contribu- 
tion to the economy during the recession and subsequent recovery. 
Farm income was increasing at the same time that labor income was 
declining, and rural markets were strengthened accordingly. Produc- 
tion of tractors and other farm machinery showed gains at the same 
time that output in other heavy good sindustries was sharply reduced. 
Farm investment outlays for construction and farm machinery run 
annually at about $4 billion, or 7 percent of the total investment in the 
economy. For 1959 the income situation in agriculture does not appear 
to involve a significant change in farm investment outlays, keeping in 
mind the pressures for cost reductions in farm operations as well as 
the fact that farmers’ depreciation allowances have grown to be about 
as large as their current investment level. 


Finally, farm output will likely continue high in 1959. Total crop 
output rose 11 percent in 1958, with record yields established for most 
major crops. While this was partly the result of unusually favorable 
growing conditions, it also reflected the esc Magee in crop tech- 


nology which have brought steady increases in yields in recent years. 
Yields may well average lower for some 1959 crops, and the first report 
on the 1959 winter wheat crop (as of December 1) indicates somewhat 
lower yields and a reduction of over 200 million bushels in the size of 
the crop from 1958. But the final outturn will depend largely on fu- 
ture weather developments. On the other side, some 17 million acres 
withdrawn from use in the acreage reserve last year is available for 
the 1959 season. As mentioned earlier, hog agente om is expanding, 
poultry producers entered the year with high production rates and a 
small increase in dairy production also seems probable in 1959. 

This season our carryover stocks will show a substantial rise, par- 
ticularly for wheat and feed grains (chart 3). Even so, we have a 
strong domestic market for most foods, which has continued to expand 
steadily in the past year, even during the recession period. Our ex- 
ports, which involve substantial Government financed programs, are 
still high, although recently running slightly lower than a year ago, 
substantially a result of smaller exports of cotton. The Commodity 
Credit Corporation investment in commodities under loan and an in- 
ventories, according to the President’s budget message, will likely rise 
from some $7 billion in mid-1958 to $9 billion in mid-1959. 
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Meanwhile,-farmland values per acre continue to rise, averaging 
some 6 oan higher for the Nation as a whole between November 
1957 and November 1958, again with increases.in every State. Thus 
the farm balance sheet continues to. show substantial increases in farm- 
ers’ equities, despite a further increase (of about:5 percent) in farmers’ 
commercial indebtedness (i.e., excluding commodity loans from CCC). 

(The table and charts accompanying Mr. Wells statement follow:) 
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CHANGES IN THE MARKET BASKET 
Oct.-Dec. 1957 - Oct.-Dec. 1958 


$34 
MARKET BASKET 


MEAT PRODUCTS 


DAIRY PRODUCTS 


BAKERY & CEREAL 
PRODUCTS 


ALL FRUITS & 
VEGETABLES 


Retail value 


7 
FATS & OILS ~~ 4 $2 yy. Form-retail 
Eos 


price spread 
a Farm value 
MISCELLANEOUS 


DATA FOR OCT.=-DEC. 1958 ARE PRELIMINARY ESTIMATES 
DATA ARE FOR AVERAGE QUANTITIES. OF FARM FOOD PRODUCTS BOUGHT BY URBAN FAMILIES IN 1952 


U. S DEPARTMENT OF AGRICULTURE NEG. 6797-59 (1) AGRICULTURAL MARKETING SERVICE 
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The Cuarrman. Thank you, Mr. Wells. 
Mr. Bean. 


STATEMENT OF LOUIS H. BEAN, CONSULTING ECONOMIST 


Mr. Bean. I wish to draw attention to several facts that bear on 
(1) the outlook for agricultural prices for the next 2 or 3 years, (2) the 
relation of agricultural penne to general price stability, (3) the rela- 
tion of general price stability to fhe Federal budget and to longtime 
economic growth. 

The prospect for farm prices is for a further decline of as much as 
121% percent, 

This is a 2-year point of view rather than the 1-year point of view 
which Mr, Wells just gave you. 

This will continue to offset the rising level of other items in the 
cost of living and help to keep the general level of prices relatively 
stable. Contrary to current belief, recent experience indicates that 
when Federal expenditures exceed receipts the general price level 
was relatively stable but in the years when receipts exceeded expendi- 
tures the general price level advanced. Also contrary to common 
belief, experience shows that economic growth does not necessaril 
depend on a stable price level, for we have had economic growth wi 
a Gatnally falling, rising, or stable price level. 

he agricultural price level is normally much more volatile than 
the nonagricultural and therefore calls for special attention before 
this committee. Since World War I, farm prices have experienced 
six cyclical declines from monthly highs to monthly lows, as follows, 


each in varying degrees associated with agricultural surpluses. 


6. 
6-period average 
4-period average (excluding 1 and 3)~_-----.-.-~~~.---_-~.--.-.--..-... 


I hope there has been distributed to you a chart which I have bor- 
rowed from the Federal Reserve Board and had shaded in to empha- 
size these periods, or the rising phases of these several periods, and to 
give you an impression of inevitability of a decline that is likely to 

llow the recent rise in the level of farm prices to the peak of the 
spring of 1958. 
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The average of the six declines amounts to 34 percent and leaving 
out the 1920-21 and 1929-33 extremes, the average is about 25 percent. 

Since the peak reached in April-May 1958, there has been a decline 
of 7 percent and there could, therefore, be an additional decline of 
about four times as much during the next 2 to 3 years before another 
cyclical upswing sets in. The impending danger is that the level of 
farm prices which stood at 264 percent (1910-14=100) in April-May 
of 1958 and 246 in December might continue down to a level of 210, 
at which point the ratio to the parity price index, now at 80, would be 
down to 70 or lower. . 

This widening spread between farm and industrial prices reflects 
chiefly the mounting volume of stocks. The record of January: 1 
stocks of all farm products in all positions since 1944 and the Decem- 
ber—January parity price ratio is as follows: 


Total stocks of} Parity price Total stocks of| Parity price 
farm products, | ratio, m- farm prod » | ratio, - 
Jan. 1 (1947-49 | ber to January Jan. Lee ber to January 
equal 100) average (1910- equal 100) average (1910- 
14 equals 100) 14 equals 100) 


Mr. Bran. If you study this particular tablein relation to the chart 
that I have just given you, you will see the main reason for the ups 
and downs in the level of farm prices for these cyclical movements. 

Weather and technology, not price supports, are chiefly responsible 
for these surpluses. Weather will again in 1959 provide yields per 
acre close to those of 1958. 

Since it is practically certain that stocks will be higher on January 
1, 1960, than at present, it would not: be surprising to see the parity 
ratio fall below 80 and farm income continue its 1959 decline into 
1960, especially if, in the face of mounting surpluses, official policy 
continues mistakenly and inconsistently to call for more freedom for 
farmers to produce more and to compete at lower prices. 

So far the price support programs have prevented the mounting 
surpluses from having their full impact on farm prices and income. 
Taking population growth into account, the accumulation of stocks 
by the CCC has prevented the parity price ratio from going to 70 
or lower and has supported 1958 farm income to the extent of $4 
billion or more. 

The decline in farm prices which has served to offset the rise in 
industrial prices and the addition of $4 billion to farm purchasing 
power through CCC operations need to be recognized as contributing 
to stability in the general price level and to the economy as a whole. 

A review of general price movements over the past 6 years as well 
as over the past 100 years raises questions as to whether we know as 
much as we should about the relation of a balanced Federal budget 
to prices and of prices to economic growth. Contrary to the views 
commonly expressed, a balaneed budget does not necessarily mean 
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price stability, nor does a Federal deficit in peacetime mean price 
advances. If you compare charts 6 and 16 of the 1959 Economic 
Report of the Prtaident, you will find that prices in general advanced 
in the 3 years of Federal surplus, 1955, 1956, 1957, and remained rela- 
tively stable in the 3 years of Federal deficits, 1953, 1954, and 1958, 

Similarly, we need a closer analysis than been presented so 
far of the dependence of a vigorous, long-time rate of growth on so- 
called price stability. Since 1860 we have had three periods of stable 
economic expansion, excluding war and major depression. periods, 
namely, 1882-92, 1902-12, 1923-29, and 1948-57. . In the first period, 
industrial production advanced 6.1 percent per year (eng average) 
in the face of a 1.3 percent per year decline in the cost of living. In 
the second period, industrial production expanded at a rate of 5.1 
percent but living costs advanced 2.1 percent per year. In the third 
period, 1923-29, industrial production advanced 4.2 percent per year 
with living costs remaining practically unchanged. In the latest 
period, 1948-57, production again expanded at a rate of 4.2 percent 
per year and the cost of living advanced 1.9 percent. per year. 

This record suggest that it is not necessary for officials or other 
circles to welcome or promote the impending decline in farm prices in 
order to assure economic growth. Economic growth vo yi nee de- 

nds a great deal more on factors other than a stable, rising, or 

eclining index of living costs. 

The Cuarrman. Thank you very much, Mr. Bean. 

That concludes the presentation of opening statements by the partici- 
pants. 

Procedure in past years has been to have members of the panel 
raise questions: with each other if they wish and then for members: 
of the committee to ask questions of the panel. 

Do members of the panel wish to discuss issues with each other? 
I notice a very sharp difference of opinion between Mr. Wells and 
a I wonder if they want to thresh out their differences. 
publicly. 

Mr. Wetas. Well, Mr. Chairman, all I would say is that Mr. Bean 
has eae a number of ideas concerning the balance or imbalance 
of the Federal budget, the shape of the business cycle and finally the 
probable decline in farm prices. I find him more pessimistic than I 
am. I think what he is saying is that he agrees some things are go- 
ing to happen in the years immediately ahead which may bring farm 
prices down. ; 

His main emphasis is on 1960. I should be very much surprised 
if the farm prices went to a level of 210 in 1960. 

ie Waaw. I gould Hes lify th for suggest 

r. Bean. I would like to amplify the reasons for ing a. 
greater decline in prices than seems to be embraced either in the ex- 
pectations of the ident’s report or Mr. Wells’ statement. 

If you dig into the items in the agricultural situation more deeply, 
you will see these rather important developments. It is admitted in 
general that the stocks in the hands of the CCC will continue to 
mount. They will be higher next January than they were last Janu- 
ary. The President’s report indicates that in the summer of 1960 


they will be higher than in the summer of 1959. ¥ 


That fact alone, if you would relate it to the earlier movements of 
the price index, you will find calls for a decline in farm prices. 
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* Second, if you study the reasons for the high level of production 
and stocks and attempt to anticipate'the effects of these factors for 
the next year or two, here is what I seem to see. 7 

We have had a high yield per acre of cotton. In spite of that fact, 
the statistics of yields as I study them point to a still higher yield per 
acre in 1959. The Department of Agriculture now estimates that the 
1959 winter wheat crop will be about 200 million bushels below that 
of last year, which was an unusual record high. The record of yields 
ted acre in winter wheat shows a very strong tendency for the Decem- 

r estimate—which was just released, as foreshadowing the crop of 
1959—to be lower than the actual results. 

Therefore so that the reduction of about 200 million bushels as now 
estimated may be an overstatement. So, in terms of the wheat pro- 
duction situation in 1959, I see, as in the case of cotton, a large crop, 
fully as large or nearly as large as that of 1958. 

In the case of the feed crops, which are the large element in the 
rising stocks, you find that an unusual eid trend in yields has de- 
veloped in the last 5 or 10 years. And that basic uptrend will prob- 
ably offset any reduction in yields that weather itself might produce 
in 1959. When ae add these things up, you are forced to the con- 
clusion that the level of stocks, in the summer of 1960 will be higher, 
substantially higher than at present; and if the relationship that we 
have had in the past two decades or more between these stock figures 
and the movements of 4 a et — means anything, then I 
think you should expect this level of farm prices to continue movin 
downward for a period of about 2 years, possibly reaching a level o 
210 before the decline ceases. 

' The Cuarmman. Mr. Wells, do you have any comments? 

Mr. Wetts. We do probably have some further increases to stocks 
ahead. I can’t go nearly so far as Mr. Bean does. We also have to 
look at what is happening in the rest: of the American economy. 

We have just finished a year in which Mr. Clague indicates that, 
despite recession and unemployment, the round of wage increases so 
far as we know statistically was almost identical with the preceding 
year, We have an outlook for this ome which will lead me to believe 
that 1959 and probably 1960 will be fairly good business years. 
And I can’t quite see us turning loose of the farm situation where we 
go to the level that Mr. Bean has.su ; 

The Cuarmman. Of course, it is true, is it not, that the elasticity of 
demand for farm products is very appreciably less than unity, with 
incomes constant; and that the income elasticity of demand for farm 
products is also appreciably less than unity: _Isn’t that true? So that 
an increase in farm stocks will: have.a. very depressing influence on 
unit price, and a rise in average incomes.will not have a correspond- 
ing stimulating effect upon quantities demanded. Isn’t that true? 

r. Wetts. Yes, o 

But: we expect consumer incomes to go up.,.And the major portion 
of farmers’ incomes is from. the sale of livestock, fruits, and vege- 
tables, not from the price-supported crops, which are most, of the 
crops Mr. Bean referred to. n. you go into the price-supported 
crops where we have.had the large increases. recently, pricés are in- 
elastic only until they, fall tothe: sup rhiptet The .1,400 milhion 
bushel wheat crop last year, for Seaman idn’t carry prices: much 
under the support level—prices were simply a level line because the 
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Commodity Credit Corporation: picked up the surplus. You have to 
look at what you expect Government to do. 

You have also to look at what is happening in the rest.of the econ- 
omy. It looks for 1959 from’ the,standpoint of livestock, from the 
standpoint of fruits, from the standpoint of vageen nies, from the 
standpoint of food eaneemptints that the picture is fairly good. From 
the standpoint of probable yields and: stocks of the surplus crops, 
there are some real difficulties. I am perfectly frank to admit this. 

The Cuatrman. Are there any other issues that the members of the 
panel wish to raise with each other ? 

Mr. Bean. Just one footnote to Mr. Wells’ remarks. 

One point not covered so far in his statement is that recent farm 
legislation automatically provides for a further whittling down of 
the level of supports. 

And also an you do have large surpluses in commodities that are 
supported, commodities that do not all :go to the-CCC do have a de- 
pressing effect on price, especially in such.commodities as corn and 
other feed crops. 

It is not unusual to see the actual farm price level substantially 
below the support level. 

The Cuatrman. Any other comments? 

Mr. Frrenp. Bill Butler has presented some estimates which add up 
to a very optimistic projection of the year ahead. I presented some 
which I would classify as moderately optimistic. I was wondering 
whether any other members of the panel had projections which were 
definitely more pessimistic ? 

I won’t ask for any more optimistic estimates. 

Mr. Parapiso. Well, one of the things I don’t see is this very sharp 
rise which is assumed by Mr. Butler and Mr. Gainsbrugh. 

The Cuarrman. That is, you do not see it. 

Mr. Paraptso. I do not see a sharp rise in the plant and equipment 
expenditure pattern, as is reflected in the new order picture received 
by the durable equipment mdustries. ‘These new orders have not 
shown any perceptible upturn. There is a considerable lag between 
the receipt of such orders and actual outlays. 

The Cuarrman. Well, we will open the discussion with Congress- 
man Curtis. | 

Representative Curtis. I wanted to get back to the subject of labor 
statistics, Mr. Clague, and to try to estimate what would be an “ac- 
ceptable” level of unemployment. The reason I raise it is that there 
seemed to have been a higher level, using the term as relative, of un- 
employment after the 1954 recession coal it was from this somewhat 
higher level that the aetties recession started. 

I am wondering whether or not that really is‘a high level or is it, toa 
large degree, a result of the changing character of our ulation. 
Perhaps we have more people in the aioe age brackets who possibly 
think they are in the labor market but are not very snargetinalty So. 

Is there any other explanation that you might suggest as to why 
this seemingly high level of unemployment. persisted after 1954? 

Or do you think that in this Presper period of prosperity in 
1959-60, that we may expect to ow thai level ? UO 

Mr. Cracuz. Mr. Curtis, I think your statement is basically cor- 
rect. If Imay change it around a little bit. Ts! 
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Representative Curtis. Yes. 

Mr. Cracue. Our figures seem to show that when you have a Lrg 
of ‘business recession, particularly after it»has lasted for awhile, a 
eee of these marginal workers do withdraw from the labor 
market, 

They probably can’t find jobs. Some of them go on old-age in- 
surance or on private pensions. There has been a sharp rise in old- 
age insurance payments during the last year. They withdraw then 
from the labor market and are not active in seeking jobs. 

Likewise, there are the women and the young children in school 
or youngsters who might quit school. and go to work—they don’t 
do so'in a period of recession. 

Now, as our business conditions and production expand, those 
ple come back in. They did come back in, as you will notice in 1955 
and 1956: And we got above our normal trend line increase, as we 
showed in chart 1. 

In the last 2 years, they have been less present there. 

Now, I am guessing at present—or we are guessing—that perhaps 
they may come back in the prosperity of 1959 and 1960. 

resentative Curtis. But the point I am getting at is this: Dur- 
ing the so-called prosperous years of 1955, 1956, and 1957, we still 
kept that relatively high percentage of unemployed in relation to 
what had gone before, so that we had this high level relatively level, 
when we started into the 1957-58: recession. The question I have in 
mind is: Is that higher level something that is likely to prove more 
normal for the future? Possibly a new level of “normality” might 
arise from the changing composition of our population. Can we an- 
ticipate in 1959 and 1960 that our unemployment figures will still re- 
main around 4 percent, perhaps? 

Mr. Cxacur. The question is what is a normal level of, say, pros- 
perity unemployment? Could we:call it that? About which you 
get even in the most prosperous times. 

Well, in the years following World War II we got down to as low 
as 3 percent unemployment, which is about 2 million, on a labor 
force of over 60 million, only in the Korea years—1951-53. 

This was natural during a semiwar period. Now, more recently it 
rose to over 4 percent in 1955 and 1956 and the early part of 1957. 
Of course, the absolute figures look a little larger because our labor 
force has moved up in the meantime also. We have now a labor 
force of about 71 million. So 4 percent is about 3 million. So in 
looking at the figures back over the years, the absolute figures over the 
years, you should bear in mind that a same fraction would give you a 
somewhat larger figure. 

Representative Cures. What you are saying is that you think pos- 
sibly 4 percent is today a more normal figure, and possibly, there- 
fore, an acceptable level of unemployment rather than 3 percent? 

I am trying to find out where we might draw a line of what we 
ae regard as an acceptable level of unemployment, if there is such 
a thing. | 

Mr. Cracus. Well, let us say, to get below 4 percent you are getting 
into very full production and very full prosperity. 

Let’s say that is something below 3 million. 

I might emphasize there is a lot of turnover occurring at that time; 
industries rising, industries declining. 
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One factor that doesn’t show up in the quoted figure of unemploy- 
ment is how many of them have been out of work how long. f 

In fact I cite in my testimony here some figures from the spring 
of 1958 which was what we might say quite a recession period. ere 
still were a surprising number of people who went into jobs, a sur- 

ising number that came out of jobs again. If you don’t have any 
leae-enn unemployment, if the workers are turning over and are 
covered by unemployment benefits, I would say in a progressive econ- 
omy like ours, with as much change as is occurring in our economy, 
you have to have a very high level of prosperity to get below 4 percent 
unemployment at any one time. 

Representative Curtis. I wonder if any of the panel would careto 
discuss that because I think it is a very important point, particularly 
to this committee. 

Mr. Newcoms. I would like to raise one point. You have a chart 
here which to me is very significant showing the production and non- 
production workers in manufacturing. 

Mr. Cracus. Yes. 

Mr. Newcoms. Production workers come to a little under 25 per- 
cent of the total. The nonproduction workers dropped over a mil- 
lion from the = of 1955 to the peak of 1957. They dropped an- 
other million almost. They are down below 12 million now. 

Now, if you would calculate productivity in terms of production 
‘workers rather than in terms of total workers in factories, would. you 
not have had an increase in 1958? 

Is this true? 

That what happened in 1958 in part was we added to our nonpro- 
ductive workers research and development, which was mentioned here 
a minute ago. That sort of thing tends to conceal what is going on 
in the plant itself and therefore may make a drop in the unemploy- 
ment a little more difficult—because productivity did continue to rise 
in 1958 and therefore won’t rise as much among the production 
workers in 1959, as it would otherwise have been possible. 

The Cuatrman. I think you perhaps inverted the terms. What 
you are saying is that the number of so-called productive workers 
f dropped, but the number of nonproductive workers remained rela- 
ft tively constant or went up? And, therefore, the productivity of men 
e out on the factory floor rose much more than the overall average for 
a the industry ¢ | 
; Isn’t that what you are saying? 

Mr. Newcoms. Yes. And that has implications for the future. 

Mr. Cracur. Yes. Mr. Newcomb is correct. I want to emphasize 
one point: the productivity data that we are furnishing this commit- 
tee includes both types. You have got to include all of the labor that 
is involved in the production. 

Surely research and development, more engineers, more machinists 
to repair machines and so forth, that is what the gains in technology 
consist of. Of course, they consist in eliminating unskilled or semi- 
skilled labor or repetitive labor which shows up in the so-called’ pro- 
duction ‘workers. | ) TM 

This trend has been going on for some time. And, of course, an- 
other trend which is shown in one of my other charts’ here’ is the 
shift. from’ manufacturing of goods generally to the production of 
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services. As you will see on that chart, total employment in the pro- 
duction of goods, which is farming and manufacturing and mining 
and construction all combined, has not grown.in 40 years. . 

Ths employment has grown in the service industries and. in the 
other types of industries. 

Representative Curtis. I wonder if I could get back to my .ques- 
tion. Possibly Mr. Friend commented somewhat in his paper on this 
area of whether or not the phenomenon of 4 percent unemployment 
might bean acceptable figure. I don’t know. 

Mr. Frrenp. Let me say first of all that apparently we both agree 
that 6 percent is not tenable. Four percent gets to be closer to the 
margin of controversy. 

And I would say that I would greatly prefer 3 percent to 4 percent 
if you could get this without too great a cost in terms of too rapidly 
rising prices and in terms of controls that you might have to institute 
to prevent prices from rising too rapidly. Our objective should be 
clearly—I guess everyone would agree on this—to keep the residual 
level of unemployment at the lowest possible point. 

Representative Curtis. Let me ask this to be sure to bring this 
out: Do you believe that the composition of our society in age groups 
would make a difference in what would be the acceptable figure of 
unemployment, ntage figure? 

I have a fee ing that as our population proportionately grows 
older—and that stop sometimes—the acceptable figure of unem- 
ployment would increase. Would you comment on that observation? 

Mr. Frrenp, I would not be able to refer to any data in this con- 
nection. My impression is that it would not make much of a differ- 
ence. This may not be a sound observation since I have no more 
evidence on which to base my opinion than anyone else would have. 
But I do not see offhand why it should make a difference. Because, 
as these people get. sufficiently old, they leave the labor force and 
do not enter the unemployment figures. But if they want jobs, unless 
there is a very good reason why they should not have them, pre- 
sumably they should be counted as part of the labor force. 

Representative Curtis. Your presumption is that they leave the 
labor force. Of course, some of them. do actually leave the labor 
force, but there seems to be an inclination for some of them to con- 
tinue. to, regard themselves as in the labor force; this gets back to 
the validity of our statistics. 

Mr. Frrenp. You may beright. I have just. the reverse impression. 

At least, there have been many comments in the papers this past 
year about the fact that it is the youngest group in the population 
that had been particntas hy affected by layoffs and that the older work- 
ers, as well as the middle group, had fared better. 

Representative Curtis. My time has expired. 

The CuatrMan. Mr. Kilburn. 

Representative Kitsurn. Along that point, there is a growing tend- 
ency among a great many companies to have a retirement at 65. Does 
that, affect it any? 

Mr. Frrenp. I do not see how. If they do retire, they are out of 
the labor force. I suppose it is conceivable that they would retire 
from. a company, receive a pension, and then consider themselves as 
remaining in the labor force. But again I have no evidence on that. 
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The Cuarman. Congressman Reuss. 

Representative Reuss. Mr. Chairman, I would like to ask the panel 
its view of the economic outlook for 1959'in terms of the three ob- 
jectives of the Employment Act of 1946, which you will recall, are 
maximum employment, maximum production, and maximum pur- 
chasing power. t’s take the first one. May I have a show of hands 
or some other expression from those members of the panel who feel 
that the goal of maximum employment will be achieved in 1959? 

Mr. Bururr. It is my feeling that we will reach this goal by the 
end of the year or early 1960. But the year as a whole would not 
be characterized by that. Jus 

Representative Reuss. Let me ask whether the year: will be char- 
acterized by maximum production? Does anyone feel that it will? 

Mr. Newcoms. Could I ask him to define it? Do you mean a maxi- 
mum feasible rate of expansion toward maximum employment or 
production ? 

Representative Reuss. My question was whether the average eco- 
nomic performance of the year 1959 will be characterized by maximum 
production. If you feel that we might get there toward the end of 
the year, please say so, and your opinion will be so recorded. 

r. Parapiso. Do you mean close to productive capacity ? 

Representative Reuss. Yes. 

Mr, Newcoms. I think all of us would agree we won’t be there, but 
we will be rising at a healthy rate during the year. If we rose faster 
than most of us feel, it might generate strains that would be un- 
fortunate. I think we are crews nicely. We will not reach maxi- 
mum before the end of the year and maybe early spring. 

Representative Reuss. Let me ask about the statutory goal of maxi- 
mum purchasing power, which, of course, means maximum dollar 
stability—a minimum of inflation. 

How many of you think that that will bea characteristic of 1959? 

Representative Reuss. I see five hands. 

Well, let’s put it the other way. Who does not think that maxi- 
mum purchasing power will be a characteristic of 1959 % 

Mr. Frrenp. I am sorry, I misunderstood the question. 

antont. Reuss. You think that there will be inflation ‘in 
1959 

Mr. Frrenp. No; that is how I originally construed your question. 
Are you talking about prices now, or purchasing power? 

Representative Reuss. I am-talking about maximum purchasing 
power which is a statutory goal of the Employment Act, which has 
also been interpreted as meaning relative price stability. 

Mr. Frrenp. I expect there will be relative price stability. But I 
think you will not have maximum purchasing power. 

Representative Reuss. I suppose the phrase “maximum purchasing 

wer” comprehends both price stability and maximum total income. 

was referring to the former, maximum price stability—maximum 
absence of inflation—in my question. 

And am I right in thinking that you all believe that there will be 
maximum price stability in 1959? Isee no one dissenting. 

The Cuairman. Except Mr. Bean. 

Mr. Bean. On one condition. And that is that the Federal budget 
remain unbalanced. If you look at the record as shown in the Presi- 
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dent’s report of the periods when the t was balanced and when 
it was-out of balance, you will find that during the 3 years of 1955, 
1956, and 1957 when the budgets showed a surplus, we had rising 

rices. But in the other 3 years of 1953, 1954, and 1958, when the 
bodes showed a deficit, you had oe stability. 

Representative Reuss. Then the entire panel, save one, a there 
will be maximum price stability. Mr. Bean says there will be maxi- 
mum price stability if the budget stays unbalanced. Since I have 
a hunch that the budget will be unbalanced——..__ 

Mr. Bean. Then you should expect price stability. May I ask a 
question here? 

The Cuarrman. Yes, 

Mr. Bean. I find it difficult to respond to these questions, because L 
do not know the quantity standards that you may have in your mind 
when you use these phrases of “maximum employment” and “max- 
imum purchasing power” and “maximum production.” It seems to 
me that this committee and the Council have not as yet develo 
these three basic sets of figures. When you ask about will production 
be adequate to sustain a level of unemployment of only 3 percent, or 
whatever goes with maximum employment we need to know the pro- 
duction fi you have in ‘mind. 

Is it a Federal Reserve Board index you are asking for? In that 
casé it Should be 160, for full employment (now 142) especially after it 
is ge — : ‘ bes 

ith regard to purchasing power, I am not sure that purchasing 
power tually refers to the seas level, a stable price level. I think it 
means the amount of money in the hands of consumers which will en- 


able them to buy this volume of production which will support a 97 
percent level of employment. And until the Council or this commit- 
tee has in hand these three basic ring we standards for 1959 and later 


years it will be difficult to answer this kind of question. 

Representative Reuss. In asking about the possibility for achievin 
maximum purchasing power, I was interested in your forecast. 0 
relative price stability. As for maximum employment, let’s say that 
this requires putting a very substantial dent in the present unemploy- 
ment figure of 4,100,000—that you reach maximum employment when 
unemployment is reduced to 2,000,000 or 1,500,000.. However, fine 
distinction appears unnecessary in the light of the general opinion 
that no very deep dent is going to be made in unemployment this year. 

As to maximum production, I had in mind a much higher utilization 
of the industrial capacity which the Economic Report states is avail- 
able this year. We —- to be using less than three-fourths of our 
capacity at present. ‘The question is whether you gentlemen think we 
will come appreciably closer to a hundred»percent utilization during 
the course of the year. 


I do not know whether.anyone wants to his vote, but he 
is certainly free to do so. r = " 

Mr. Bran. I think you will get greater unanimity if the time you 
ask about is not 1959, but. say a year from now when most of the 
recovery will have taken place. If you make it the fiscal year 1959-60 
rather than the calendar year 1959, I think you will get greater 
unanimity in our responses: 
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Representative Reuss. I thought there was quite a remarkable and, 
to me, ee unanimity with respect to the calendar year 1959, 
the year which the Joint Economic Committee must consider. ‘Thank 
you, Mr. Chairman. " 

The Cuarrman. Mr. Widnall. in 

Representative Winatt. Mr. Clague, are there any figures’ avail- 
able , connection with the unemployment census to show the ‘agg 

u . . 

Mr. Cracus. Oh, yes, there are figures on unemployment by age, 

Representative Wmnatu. Has the more permanent unemployment 
been in the older age group? It has been said the younger age group 
is most affected by the drop in ead Hasn’t the most unem- 
an been in the old-age group . 

r. Cracus. In general the picture is about like this: The older 
workers in ot generally, with their seniority and their status, 
become unemployed less often from industry than younger workers, 
The younger workers with less seniority are the ones that are dropped 
out first. 

Now, as far as the older people are concerned, however, once they 
drop out, then they have a very hard time getting back in. A man 
of 55 is not readily raaployedl by another firm. He may be called 
back by his own firm. 

Now, one last word: As you will find in my paper here, the key 
long-term unemployed that you now have in the country today am 
mostly the middle-age workers who are in the hard = manu- 
facturing industries of steel, autos, et cetera, which are the industries 
that came down in this recession. This was a hard — recession; 
it was a decline of the capital goods industries. And the long-term 
workers who are now drawing temporary unemployment compensa 
tion, for example, are heavily weighted with workers who are male, 
biue collar, production workers in the hard goods industries. So itis 
not either extreme of age that is so important right at the moment; 
it is a problem of the longrun experienced and permanent employees. 

Now, as business recovery Seca and if reinvestment takes 
place, as Martin Gainsbrugh indicated, those people, of course, would 
get back into jobs in the industries to which they have been aceus 
tomed, namely, the heavy industries in this country. 

Representative WipnaLu. Well, are there any figures that show out 
of, say, a figure of 5 million unemployed how many of those people 
are presently receiving retirement s or pension funds or 
payments or security funds of one kind or another? In other words, 
they have income? é aly 

Mr. Cxracun. Well, eae compensation is directly im 
volved, of course. Because they would be entitled to unemployment 
compensation. nal 

Representative Winatt. I mean apart from unemployment com- 
pensation. 0% 

Mr. Criacur. Well, perhaps I should explain that the unemploy- 
ment figures are of two kinds. One is the figure collected by 
Bureau of the Census which comes from families in their homes 
That is a “self-voting” procedure. In that you ask the older per 
son—or you ask ever oon in the family “Are you at work? Ar 
you looking for work?” 
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Well, this person “votes” according to how he feels about it. He 
might be drawing a pension from some concern and_ still say is is 
actively looking for work if he made even a casual inquiry about a 
part-time job. In other words, his own answers to carefully worded 
questions determine whether. he really is unemployed. So he might 

t “voted” in. i 

Well, this person “votes” according to how he feels about it. He 
might be drawing a pension from some concern and still say he is 


actively: looking for work if he made even a casual inquiry about a 
part-time job. So he might get “voted” in. In other words, his own 
ded questions determine whether he really is 


answers to carefully wor 
unemployed. i ‘ 

On the other hand, in most cases he will declare that he is retired 
now and he will not declare himself unemployed. And that gets to 
the point that Mr. Curtis was talking about. i 

Now, the factor of other kinds of payments: It is pretty hard to 
tell. Well, wait a minute; I want to cover the unemployed who are 
reported through the unemployment insurance system by the Bureau 
of Employment Security in the Department of Labor. All of those 
people are workers either entitled, or think they are entitled, to un- 
employment compensation benefits. So they have actively declared 
themselves for work. 

They must register at an employment office to certify their inten- 
tion to look for work. Consequently, all of those would be called un- 
employed unless you found some other way of eliminating some of 
them. So in answer to your question, we have both of these classes 
of workers classified by age groups. 

But we cannot tell about the census figures as to whether the per- 
son—well, it is his own decision, in other words, as to whether he is 
seeking work or not. 

The other system gives the employment office a chance to find out 
if he is really looking for work. 

Representative Wipnatu. We are faced with a budget where we 
are going to have to make a lot of important decisions whether or not 
to hold the line, or whether in some areas we should increase or 


reduce. 

I would like to toss this out to the panel. If there is additional Gov- 
ernment: spending with the idea of creating employment and a more 
healthy economy, where would it be most effective, in what field? If 
you had to pick out one field—housing, highways, ete—in what 
field—or could a name three in order of your own belief with re- 
spect to where the best stimulus could be provided, where it would be 
most effective generally to the economy. - 

I think we are going to have to make some choices in these pro- 
grams. And we appreciate any ideas you can give us along that 

Mr. Newooms. I think we can keep the volume of housing up if 
rn want to Shag oe nam into it; it will react immediately. The 

use goes up. at means employment that day. Furniture is 
oe and that means employment. 

ere is a feasible method. I don’t think you would have to use 
Federal money. You can allow FNMA to sell debentures in the 
markets or allow savings and loans to go to pension funds. There are 
devices of getting money flowing here. I suggested we have institu- 
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tional blocks in the private money sectors which are interfering with 
growth. Maybe if Congress could do something about these institu. 
tional blocks we could get progress without using Federal funds. 

But if you want to use Federal funds, here is a method: 

Highways work just as fast. The — has as high a ratio of 
capital goods to work done as a plant does. The huge machines op 
the highway cost a lot of money. en pe give a contractor an order 
for a half a mile or a mile of road, he buys big machines. Employ- 
— generated works back to almost every State in the Union ina 

urTy. eeu 

I am suggesting this is true today. It would-not have been true in 
the highway field 3 yearsago. We are moving rapidly in the highway 
field now. The highway needs are there. The States are ready to let 
contracts. And if there is an increase in funds available, that could 
result in very quick employment and circulation of funds. 
. This is without reference to whether this should or should not be 

one. | 
Representative Wipnatxu. Where do you think the greatest stimulus 
could be provided for employment and. business throughout the econ- 
omy and a healthy picture for all concerned ? 

Mr. Newcoms. I like both of those methods. They will work fast 
today and relatively easily. 

Representative Wane Does any other member of the panel have 
a different approach ? 

Mr, Parapiso. I don’t know that you can specify where the Goy- 
ernment itself can pour money to help some of the segments that need 
stimulation of demand. Let me mention the three. 

First, plant and equipment spending by business has not as yet 
turned around. What has happened is that the sharp decline has been 
stopped; but the spending actually has leveled off. . It has leveled 
off at a pretty high rate. But if that spending were to increase sub- 
stantially, the total economy would be rising much more rapidly. 

This is one sector which cannot be affected directly, although it 
can be influenced indirectly as demands for goods and services in- 
crease, This would result. in tightening up capacity and business 
men would add to that capacity and thus increase capitol sponta 

Second, our net exports have been declining from costes ans i 
$5 billion in 1957 to a couple of hundred million dollars in the fourth 
quarter of 1958, at annual rate. ' nog 

. Here again we may not be able to affect this area directly soon. 

The third sector is consumer durable goods demand which was af- 
fected tremendously by a sharp decline in automobile sales... These 
sales have now perked up, but they are not phenomenal in any way. 

I don’t see how directly, through expenditure programs, the Gov- 
ernment can make an impact on these three segments within'a reason: 
able short. period of time in'the future, Indirectly, obviously, it can. 

Mr. Weis. Your question is a perfectly fair question;and a most in- 
teresting one to economists who often: talk about the “multiplier.” 
The question of where you emphasize expenditures in any particular 
year. has to depend on the situation that you are facing that year. |It 
changes from time to time,’even from month to month and: from! i+ 
dustry to industry, . But in view of the performance which we expect 
of the, private economy-in 1959, my own personal first priority would 
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be funds for research and development in those fields in which the 
Government is appropriately interested, especially if we are inter- 
ested in a healthy economy not for the next few months but over the 
long run ahead. 

r. Frrenp. I think in view of the type of proiesiaen that most 
members of the panel have made that this would not be the type of 


period, if in fact there is any period, when you would spend Govern- 
ment money basically to stinsaliake 
N _ if you did th 


employment, : 
at in any period, 1t wouldn’t be in the present 


That is not to say that if there are any types of expenditures we 
want for other reasons, such as the national defense, we could not very 
well afford to have them now or any other time. 

But I would think that Government expenditures which have as 
their main purpose income stimulation would not be called for at the 
present time. 

Mr. Butter. I would like to agree with Mr. Friend. I think that 
we are experiencing a rate of recovery here which will bring us back 
to where we want to be by the end of the year or early next year. 
Growth in gross national product will be something on the order of 
Tor possibly 8 percent, which is twice the long-term growth rate in the 
economy. 

It seems that in this situation with some problems of inflation ahead, 
this is not the time for stimulants on the part of Government. And 
that if they were applied, the might complicate very importantly the 
problem of avoiding inflation in 1960. 

Mr. Frrenp. I think that Bill Butler and I would both you 
can afford to increase any type of expenditure which you feel is urg- 
ently required for its own sake. 

For example, defense. 

Mr. Newcoms. I think housing is one area that may not grow under 
the financial institution. 

The CHatrman, I notice that each specialist, seems to feel the key 
to recovery lies in expansion. 

Mr. Bean. Mr. Chairman, there is on deviation to your statement. 
I would like to agree with Mr. Newcomb, even though my specialty is 
erent I think if the question has to do with stimulating over 

next 12 months not the long-term stimulation problem, then I would 
suggest that making certain that the housing program is maintained 
at a proper level will do a great deal to. take up the slackin wet 
ment in the hard-goods industries, and including automobiles and will 
also stimulate the turnaround in capital expenditures. 

The Cuarrman. I would like to have the privilege, if I may, of 
addressing some particular questions first and later perhaps one gen- 
eral question. : 

We have all held our breath so to speak as to what the news from 
Detroit would be on the new models in the autos. We have on 
production for the first 2 weeks that show a. weekly average of around 
134,000 as compared to a. weekly average in the preceding: January 
of 121,000, or a pickup of around 10) percent. 

I think we al feud the little news story in the New York Times 
sither yesterday or the day before y ay stating that Buick was 
erm men because sales had fallen off, and they wanted to 

just production to sales. — 
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I wonder if anyone here has information on the most recent de: 
velopment of sales first, and then production of autos? 

Mr. Paraptso. New car sales in mber spurted quite consider. 
ably over November. 

he Cuarrman. In December? 

Mr: Paraptso. Yes, in December. 

The CuatrMan. What about January? 

Mr. Paraptso. In the first part of January, sales were somewhat 
above a year ago. But at that time you will recall sales were rather 


low. P| 


The Cuarrman. That is right. 

Mr. Paraptso. So, therefore, almost certainly as far as January is 
concerned, on a ae adjusted basis, sales are going tobe some- 
what below December. They don’t at the present time give a con- 
clusive indication of the market for 1959. I think this market:is still 
to be tested. At the same time I would say as far as my personal 
judgment is concefned, they are not — far this year. 

Inventories have been accumulating very rapidly. And this is the 
reason, by the way, why Buick has cut some production. ro) 

The CuHatrman. I haven’t seen the last issue of Wards Reports, 
But what are the figures on inventories now ? 1) 

Of new cars and of used cars? 


Mr. Parapiso. As I recall new car inventories held by dealers were | 


about 580,000 at the end of last year. 
And there has been a very sharp lift in this number so far this year: 
The CHarrman. You mean an increase. 


Mr. Parapiso. Yes; from the total number of new cars held by | 


dealers at the end of December of last year of around 580,000. This 

non rs a rapid rise from something like 400,000 in November of 
ast year. 

' Mr. Butter. That was the end of the year—the 580,000. 

Mr. Parapiso. Yes. 

The CuatrMAn. Does anyone else want to add any comments about 
the automobile industry ? 

Mr. Frrenp. I have seen some rough estimates of seasonally ad- 
justed domestic sales for December and January. They were at an 
annual rate of 5.9 million cars in December of 1958 and 5.6.million in 
January of 1959. But though these figures themselves don’t look 
too bad, as Mr. Paradiso pointed out it is much too early to say what 
‘this means for the coming year. 

The Cuarrman. If poniiad an average of 121,000 cars per week in 
January of last year on a weekly basis, that would have been up 
around 5.9 last year. 

Mr. Frrenp. In January of 1958 sales were 380,000.. In January 
of 1959, they are now estimated at 440,000, which is a fair increase. » 

The Cuamman. In-other words, when do you think we will know 
as to when the new models are going to. catch on? 

Mr. Frrenp. A month or two still. 

The Cuarrman. Do you agree with Mr. Paradiso? 

Mr. Paraptso. Yes. In a couple of months we should know. 

The Cuamman. By the end of February. 

Mr. Parapiso. The end of March. A deal depends on the 
weather. » The weather is an important , particularly at, this 





der- 


hat 


cher 


y is 
on- 
nal 
the 
rs, 


out 
ad- 
an 
1m 
hat 


cin 


LOW 


a: 


“ECONOMIC REPORT OF THE PRESIDENT _ 191 


time of the year. I would say by the end of March, when theseason 
re see is oy : an.od T 
The Cuamrman. You mean inthe spring a young man’s fancy 
lightly turns to thoughts of spinnin. cathe open road ¢ : 

ow, may I ask this question. This uestion is about capital in- 
vestment. Is it true that we are not likely to have significant in- 
creases until we get toward the latter part of this year? 

Mr. Paraptso. The office of ‘Business:Economics and the Securities 
and Exchange Commission are just now completing the annual survey 
of businessmen’s capital expenditures program for 1959. Unfor- 
tunately we don’t have the tabulations as yet. 


~ There are two sources of evidence that we use for i g the trend 


of capital outlays. One is the recent survey we made which did not 
show any marked upturn in plant and equipment spending as-far as 
the first quarter this year was concerned compared with the fourth 
quarter last year. Private surveys show pretty much the same kind 
of result; no significant rise in 1959 compared with 1958. 

Since we don’t have a more recent survey, I have been looking into 
the orders received by the producers durable goods firms. . After elim- 
inating the orders associated with consumer major appliances, so that 
we get an idea of what the producer’s orders would mean, I have 
concluded that at the present time there is no evidence from orders 
received by industrial machinery producers, metalworking machinery 
firms, and other producers of equipment that a marked rise in capital 
spendin is in the offing 6 months or so hence. Such orders have not 
as yet advanced significantly. 

o, therefore, at.the present time I am not at all convinced that later 
this year we will see any sizable increase in capital-outlays. I would 
like to see some kind of a turnaround in these orders before I conclude 
that capital expenditures will show a marked rise. 

The Cuarrman. Now, may I ask about housing? 

Am I correct in my understanding that the total number of housing 
starts for 1958 was approximately 1.2 million ? 

.Mr. Newcoms. As recorded by BLS, yes. 

The CHamman. And the rate for December was 1.4? 

Mr. Newcoms. 1.48. 

: ~1 Cxatrman. And that you-estimate total volume for 1959 at 

Mr, Newooms. Assuming that there is no sharp curtailment in 
mortgage funds available. 

The C#tarrman. May I ask, then, where the pickup in business is 
expected to come from? 

Mr. Newcoms. You mean you are asking the other members of 
the panel ? 

The Cuarrman. No. . 

Mr. Newcoms. Allright. That is my question. 

The Cuamman. Yes. I think we might start with you. 
’ ‘Mr. Newooms. Well, one inventory liquidation is over. I think 
that. Mr. Friend and Gainsbrugh and Bill here have all pointed out 
that the inventory liquidation is shifting from negative to positive, 
Consumer expenditures are rising. 

That is definitely going up. 

Local expenditures will go up $3 billion. 
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Each of these is positive. 

The CHarrman. You mean you are depending upon an increase in 
public expenditures to get recovery. 

Mr. Newcoms. Public expenditures will help... Inventories, will 
help very definitely. And consumer expenditures also are rising 
very helpfully. 

The Cuarman. Did you want to add to that? : 

Mr. Burizr. Well, it seems that you will get by midyear a definite 
and per. rather sh: upturn in plant and equipment expendi- 
tures. I think it is a little too early yet for this to show up in orders 
data. But it should in the next month or two. . I think you will begs 
to see the signs in the order data of what I expect to be a er 
vigorous upturn in business investment. 

Mr. Parapiso. Why? 

Mr. Bouruzr. For a simple reason. Earnings are very good. And 
they aren’t going to give them to the stockholders. 

The Cuamman. Mr. Bean. 

Mr. Bean. May I amplify Mr. Butler’s remark? 

I would suggest that you turn to the chart in Mr. Gainsbrugh’s 
exhibit which deals with your last question, the question of expendi- 
tures for plant and equipment. 

We are at the stage in forecasting business items these days, where 
the greatest wisdom is derived by comparing what happened in the 
past. So, therefore, I would suggest that that chart be examined 
in this manner. That the line which is marked 1957-59 be moved 
back one quarter so that the low point which is the last quarter of 
1958 would coincide with the low quarter in that dotted line. 

In that case you will get a very strong hint that we have turned the 
corner and that we are on the upgrade following the pattern of 
1948-49. 

And, similarly, if you compare the current curve with the low point 
of the curve, 1953-57, that, too, suggests that you are on the verge of, 
if you are not already getting there, this sharp increase in expendi- 
ture that Mr. Butler alluded to, 

The Cuarrman. I want to conclude on one question that I will 
throw out. Probably we will not have time to answer it. 

We took testimony last year at this time. We had a large number 
of economists state that there was a recession. That seemed to be 
denied by the Council of Economic Advisers at the time. Figures 
seemed to indicate a recession. Then we asked them to prescribe for 
a recession. The overwhelming majority advocated the tax cut. 

So, fortified with this, I presented an amendment to the tax laws to 
put a tax cut intoeffect. It was defeated on two occasions. We were 
told that we were going to be out of the recession by June or at the 
most by late summer. 

Now, we are told that we will be out of the recession sometime in 
1959. I would like to have you go back over the past and ask: Sup- 
pose we had put a tax cut into effect of the dimensions which we 
advocated; would this have brought us out of the recession, in your 
judgment, at.a markedly earlier time? 

Mr. Frrenp. May I say that I think you gave the right pregengiets 
a year ago, even though at that time both Mr. Butler and, 1 and 
others were projecting a rate of activity in the fourth quarter of 1958 
which was not terribly different from the actual rate achieved. 
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But, ing now for myself, I had the feeling, and still do, that 
we could ill afford to lose the magnitude of output that we would 
be losing in the ifitetvening period. , wea 

Second of all, when the rate of unemployment is over .7 percent 
and you are predicting something like 6 or 7 percent a year hence, 
there is enous margin of error in the prediction so that, if it is wrong 
in the direction of being too optimistic, we might face a very serious 
situation. 

So I think that the people who did not take your prescription were 
sort of playing Russian roulette with the barrel ss outward. 

The CuarrMan. That is the analogy which I used. But I was 
accused of being too brutal. Does anyone else want to make a com- 
ment on it? Also a number of very eminent financial writers accused 
me of being too brutal. 

Representative Curtis. I would like to ask a couple of questions. 

These are detailed questions. 

Mr. Newcomb, in computing housing starts, some people have 
commented that there has been considerable increase in purchase of 
trailers. 

Are trailer figures taken into account in the overall picture of hous- 
ing? Or is that a relatively insignificant item ? 

Mr. Newcome. Trailers are significant. Over 129,000 trailers were 
sold in 1958 and over 142,000 in 1957. The number sold for permanent 
use in 1958 came to over 100,000. The number sold for permanent use, 
in 1957, I think, was around 125,000. 

The trailer competes with the apartment house. Each one performs 
a function, particularly for very young or relatively old families. I 
think they should be counted, The better trailers which are being 
built now are 50 feet long, and 10 feet wide, and have very satisfactory 
living facilities for many types of families. 

Mr. Ciacur. May I say a word about that ? 

Representative Curtis. Yes. 

Mr. Ciacue. You should understand those trailers are not in the 
housing starts figures that you are quoting from the Bureau of Labor 
Statistics. ' 

Representative Curtis. I thought-they weren’t. Of course the 
oo is a lot different too in that area. 

_Mr. Nrewcoms. They are being financed over a somewhat longer 
time. Their financing record is good. Purchaser will give up the 
auto before they give up the trailer. 

Representative Curtis. You mentioned these institutional blocks in 
this housing field. Do you think there is any—is there legislation that 
is needed in this Congress to remove those? 

Mr. Newcoms. I would like to see in the pending bills an amend- 
ment which would authorize savings and loans to borrow directly and 
which would exempt such borrowing from SEC inspection. 

The point here is that savings and loans are already supervised 
by the Federal Savings and Loan Insurance Corp.; so that the pub- 
lishing of 5 years of annual reports and other things of that sort 
which SEC requires, and rightly in an ordinary operation, becomes 
an expensive operation, and I think a needless additional expense. 

So authorizing savings and loans to borrow directly, say, up to 30 

reent of their deposits, would, I think, expedite the flow of funds. 

hat would be a very simple legislative thing. 
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Too, I would like to see FNMA authorized or maybe instructed to 
borrow on long-term debentures. ) thi BE 

Representative Curtis. That would have to be done by legislation. 

Mr. Newcoms. I don’t think so. They could do it, but at. present 
they are under control of the Treasury. Obviously the, T 
works with the Housing Administrator’s Office because it doesn’t 
want competition in long-term funds. That is a perfectly natural 
operation. 

But if General Motors wants to borrow or General Telephone or 
General Aniline wants to borrow; it doesn’t have to ask the Treasury, 
“Please, may I expand my capacity.” 

The homebuilders do. 

The result is reduction in homebuilding from the standpoint of a 
prospective home buyer. 

I think that this is unfortunate. So I would like to make the home 
financing industry independent of the Federal Treasury, as. inde- 
pendent of the Federal Treasury as general industry is financed in- 
dependent of the Federal Treasury. 

hen I would like to have FN either authorized or instructed 
to make loans against mortgages so that the eeryeen holding FHA 
mortgages could do the same as the savings and loans can do today, 
put up their mortgages as security. : 

This would give a flexibility which the owner of FHA mortgages 
doesn’t have today. 

He has to sel] them and buy them back if he needs money in‘ 
hurry. I think we have developed rigidities as a result of historical 
accidents which are interfering with housing. 

Representative Curtis. Mr. Butler, one question on legislation. 
You mentioned the increased financial investment aboard. Do 
feel that there is any legislation needed to stimulate further invest- 
ments abroad ? oe 

Mr. Butter. Well, this is a pretty complicated question. I under- 
stand there is a bill—I think it is the Boggs bill 

Representative Curtis. May I say this because we are running 
short and because it might be complicated. 

If you had answered “no,” why then it would have been ; 

I wonder if you would supply your statement for the record on 
that question ? 

Mr. Butter. I will answer it, yes. 

- Representative Curtis. Thank you. 

The Cuarmman. Thank you very much, gentlemen. . 

We will meet: again tomorrow morning in this room with a panel 
on policy implications, economic outlook, with primary reference to 
tax policy and monetary policy. . 

Thank you very ink 

(Whereupon, at 12:10 p.m., the committee recessed, to reconvene 
at 10 a.m., Friday, January 30, 1959.) fF 
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FRIDAY, JANUARY 30, 1959 


Coneress OF THE UNITED STATES, 
Joint Economic CoMMITTEE, 
Washington, D.C. 

The committee met at 10 a.m., pursuant to recess, in room 362, Old 
House Office Building, Senator Douglas presiding. 

Present: Senator Dousles (presiding) ; Representatives Patman, 
Bollings, Reuss, Curtis, Kilburn, and Widnall. 

Also.present: Roderick H. Riley, executive director; and John W. 
Lehman, clerk. 

The CHarrMaAn. May we come to order. 

First, may I say, for the benefit of the few members of the press 
who are here, we have prepared a release.on next week’s program, 
which starts next Monday, and the release indicates the witnesses 
and the main subjects which we want them to cover. 

We are very happy to welcome our distinguished group of econo- 
mists this morning. I was once an economist myself, and I should 
like to warn you about an occupational hazard which we frequently 
succumb to. Our time is limited, and I wonder if you. gentlemen 
could ‘restrict yourselves to about 7 minutes in your original discus- 
sions. Then, after you have completed your presentation of material 
we will have discussions back and forth between you and members of 
the Senate and House committee. 

The general subject this morning is “Policy Implications of the 
Economic Outlook,” with special reference to tax policy and mone- 
tary policy durmg the coming year. 

We are very glad to. introduce first.an old friend, Prof. Richard 
Musgrave of the University of Michigan. 


STATEMENT OF RICHARD A. MUSGRAVE, PROFESSOR OF 
ECONOMICS, UNIVERSITY OF MICHIGAN 


Mr, Muserave, Mr. Chairman, may I be excused if my statement 
does not quite adhere to the points in the agenda which you have sub- 
mitted, because I prepared it before the agenda was received. 

The Cuarman. Yes, 

Mr. Musgrave. Before turning to the budget outlook, I should like 
2 comment briefly on the performance of fiscal policy during the past 

years, 

The anatomy of the 1957-58. recession, as I see it, is as follows. 

We had a sharp decline in investment expenditures, especially on 
Renae equipment and inventory, of $18 billion, together with.a 

ecline in net exports of $3 billion. These contractive forces were 
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offset in part by an increase in goods and service expenditures of 
Government by $4 billion, leaving a net decline of $17 billion. All 
figures refer to changes from the third quarter of 1957 to the second 
quarter of 1958. 

Since total consumption expenditures remained constant, this 
equaled the total drop in GNP. The constancy of consumption ex 
penditures, while startling at first sight, reflects a nearly unchange 
disposable income. The Tatter declined by $1 billion only, notwith- 
standing the $17 billion decline in GNP, largely for two reasons. 
Government transfers to persons: rose by $5 billion, and corporate 
profits fell by $10 billion. 

Since dividend payments remained unchanged, the decline in profits 
was reflected wholly in reduced profits, taxes, and retained earnings. 
Other taxes, such as personal and consumption taxes, did not change 
significantly. 

n all, the budgetary performance was in the right direction, but 
the credit goes very largely to the expenditure side. The total in- 
crease in expenditures—goods and service plus transfer—of $9- bil- 
lion was a significant factor in dampening the depressing effects of 
declining investment. ' 

As far as the increase in goods and service expenditures goes, little 

raise can be claimed by Federal policy, three-quarters of the gain 
bing in State and local outlays and more or less unrelated to the 
recession problem. The response of Federal transfer payments, how- 
ever, was splendid. They reflected a high degree of legislative re- 
sponse and built-in flexibility, which may be counted on again as simi- 
lar circumstances arise in the future. . 

While transfer payments were the hero in the piece, the much 
heralded built-in flexibility of the tax system contributed but little. 
To be sure, receipts of the corporation profits tax fell by $7 billion, 

‘but I venture to guess that this made little difference. A lesser drop 
would have been reflected in reduced retention of earnings rather 
than in lower dividends or investment outlays. (While the resulting 
increase in corporate liquidity might have a delayed effect in the 
recovery stage, this is a different matter). 


Putting it differently, Federal fiscal _— was not as good as is 


sug: by the change from an annua 
to a deficit of $10 billion. 
Since personal income did not decline, personal taxes remained un- 
changed as well, and since disposable income and consumption ex- 
penditures showed ‘little change, indirect’ taxes also remained stable. 
While we cannot blame personal and indirect taxes for remaining 
unchanged in response to a constant tax base, this nevertheless points 


rate of surplus of $4 billion 


to an important moral: little effective help can be expected from the 
built-in flexibility of tax yield in the earlier stages of a decline, such 


help becoming effective only after the decline has become ‘sufficiently 
severe to cut significantly into the level of personal income. It fol- 
lows that provision for a highly responsive system of transfer pay- 


ments, that is, substantial early unemployment benefits, becomes of 


crucial importance as the first line of defense. 
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There is a good deal of satisfaction in the President’s report with 
having avoided— 
hasty and disproportionate actions, such as tax reductions, that needlessly en- 
danger the prospects of future fiscal balance and prejudice the orderly revision 
of the tax structure. 

I beg to differ. While the recession proved less sustained, we ho 
than some people Saas @ year ago, it seems to me, as a matter 0 
hindsight at least, that it would have been clearly desirable to have 
cut income tax rates, effective with the second or third quarter of 
1957. In this fashion, disposable income might. have been raised by 
say, $10 billion, thus inducing an increase in consumption expendi- 
tures which would have provided a further and much needed ottset to 
the decline in investment. ' ' 

While this recommendation is by hindsight—I’ myself cautioned 

ainst a premature tax cut when appearing before this committee in 
Fans 1957, and recommended a tax cut only when appearing in April 
1958—I see little reason for satisfaction with a policy of insufficient 
action, a policy which, in fact, has led to a sustained period of heavy 
unemployment. Surely, this magnitude was in excess of what can be 
accepted as necessary for an orderly functioning of our economy. 

so, I disagree with the proposition that tax cuts to fight a reces- 
sion must be avoided because they might weaken the possibility of 


achieving a balanced budget or a budget surplus, which may be re- 
quired at a later time to check inflation. This is too defeatist a view. 
We must learn to vary tax rates over the cycle, and not just rely on 
the built-in flexibility of yield. 

Having suggested ways in which such a policy may be implemented 


in an earlier appearance before this committee, I will not do so again 
(Joint Economic Committee, Subcommittee on Fiscal Policy, Apr. 30, 
1958. ‘See also my testimony in General Tax Revision Hearmgs, Com- 
mittee on Ways and Means, Jan. 30, 1958). However, I do wish to 
record my view that the recent experience has not weakened the need 
for such a policy, and that steps should be taken to provide for it. 

The budget outlook: I am now turning to the outlook for budget 
policy. There being no time for a detailed appraisal of the adminis- 
tration’s recomiseentTxtioli I shall only comment on some points of 
7 importance. 

. The central theme of the President’s budget message and of the 
fiscal sections of the Economic Report is that we are to have a bal- 
anced budget, while at the same time providing for all the essential 
services that are needed. Both objectives are to be met by holding 
present tax rates constant. 

While this may be a happy circumstance, the coincidence is rather 
too good to be true. As to the defense budget, it is evident that pro- 
posed outlays fall considerably short of what was recommended b 
such impartial and expert sources as the Rockefeller report. Wi 
regard to nondefense programs, especially education, the budget pro- 
posals are exceedingly limited and restrictive. I do not believe that 
they are adequate, and it is my impression that the concept of what is 
essential was made the dependent variable, to be determined as a 


function of what could be considered the most optimistic estimate of 
tax yield. 
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All this is not to say that I disagree with the objective of a balanced 


budget, provided that the administration’s highly optimistic expecta-’ 
tions for continued recovery materialize.. However, I should have, 
chosen an alternative approach to determine needs, and then to rec-, 
ommend such increases in tax rates as would be required to meet them,, 


Also, I am not. persuaded that the economy in the-months ahead will 
be.so buoyant as to require a wholly balanced budget. In particular, 
there seems to be somewhat of a conflict between the thesis that the 


budget. must be balanced if inflation is to be avoided, and. the, great, 


stress, placed in other connections, on the danger of excessive wage 
demands as a source of inflation. a 

2. I am disconcerted with the suggestion that, given a ‘prudent 
expenditure policy, we may look forward to using the gains in tax 
yield, incident to the growth of the economy, for a reduction in tax 
rates, 


While it is true that the yield from present tax rates will rise as 


income grows, providing for a gain of, say, $25 billion over a 10-year 


period, I very much doubt whether much or any of this will be 


available for cuts in tax rates, , 
Let us assume that general economic conditions will be such as to 


demand a balanced budget, and then consider these four cases: (1) 


The international situation undergoes a revolutionary change for the 
better and defense expenditures can be cut sharply; (2) the inter- 
national situation develops such that we shall be able to hold defense 
expenditures at present levels; (3) defense expenditures must rise, at 
the same rate as the gross national product; and (4) defense expendi- 
tures will have to rise at a faster rate. 

In case 1 we would obviously be able to cut tax rates sharply while, 
at the same time, providing for greatly increased civilian services of 
Government. In case 2 we might be able to cut tax rates somewhat, 
since not the entire growth increment in yield may be needed for 
civilian purposes. In case 3 I see no chance for reduction in tax rates. 


Indeed, increases may be needed to meet. civilian needs, if not at the 


Federal then surely at the State and local level. In case 4 an increase 
in tax rates will clearly be needed. 

While I am no expert in international affairs, I feel satisfied that 
case 1, however beautiful, is not deserving of serious consideration at 
this time, and that case 2, as well, is highly unrealistic. Therefore, I 
find it most. unwise to present the silver lining of early tax reduction; 
a prospect which to me does not seem in the:cards for a responsible 
national policy. 

In past years there has been a deal of concern, in various state- 


ments of the administration and others, that the necessity for heavy 


defense expenditures, combined with the need for meeting the civilian 
responsibilities of Government, poses a tragic dilemma. Provisions 
for adequate defense may well undermine the health of our economy, 


thus making the very defense effort impossible. While this fear is not. 
expressed in either the budget message or the economic report, I still, 


detect some shadows thereof. I believe it of the utmost, importance 
that they be dispelled. 

It would indeed be an irony if the free world were to lose its struggle 
due to lack of faith in the capabilities of its economic machine or thi 
elasticity of its social institutions. And it is no less dangerous to per- 
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mit sucha fiction to balm the conscience of those who are unwilling to 
meet their responsibilities in this struggle. 

To put it more specifically, the health of our economy does not de- 
mand tax rediction, even though we should all prefer a world in which 
tax reduction were possible. And the health of our economy will not 
be undermined if an increase in tax rates becomes necessary, even 
though we should all prefer a world in which this was not needed. 

atever the real need for increasing outlays on defense, economic 
aid, education, and so forth, the issue at stake is not the health of our 
economy. The issue at stake is how necessary we consider these things 
to be, and how willing we are to surrender some of the things which 
we would have to go without in return. 

3. Turning now to a more specific point, let me note a disturbing 
trend in recent years involving a tendency to move various expendi- 
ture activities outside the budget, or to make special provision for ear- 
marked finance within the budget, arrangements which result in a 
more favorable budget picture than would be obtained if the budget 
was presented on a comprehensive basis. 

Such practices: not: only distort the picture regarding the economic 
impact of the budget ; worse, they distort the pattern of expenditures 
by giving preference to those outlays which can be handled in a way 
which does not interfere with the desire to present a balanced budget. 
I suggest that your committee make a careful examination of these 
practices, and consider what may be done to assure presentation of.a 
truly comprehensive budget picture. 

4. Next I should like to record my support for the President’s rec- 
ommendations to: improve budgetary control. I am in agreement 
especially with the suggestion to reconsider procedures which might 
accomplish the objectives initially aimed at’ by the Reorganization Act 
of 1946. And I also feel that we must face the problems underlying 
the President’s recommendation for an item veto. 

5. Finally, there is the recommendation to include price level sta- 
bility among the objectives of the Employment Act. Surely, price 
level stability as well as high employment 1s an objective of stabiliza- 
tion policy. Yet, if price level stability is made a coordinate objec- 
tive, the requirements of the act may become ineffective unless the 
Executive is burdened with the further responsibility of recommend- 
ing means by which both objectives can in fact be met. 

e Cuarrman. Thank you, Mr. Musgrave. And, if you have time’ 
and are so disposed, I would appreciate it if you would expand your 
third point to indicate the bain items and amounts which are now 
being financed outside the budget. 

Thank you very much. 

The discussion will be continued by Mr. William Fellner, professor 
of economics at Yale University. 


STATEMENT OF WILLIAM FELLNER, PROFESSOR OF ECONOMICS, 
YALE UNIVERSITY 


Mr. Fettner. Mr. Chairman, economic forecasts are notoriously 
hazardous, but it seems to me a good guess that with present tax rates 
and with the now contemplated budgetary PaaS the GNP of 


the caleridar year 1959 will be somewhat more t 
363795914 : 


an $475 billion. ‘This 
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re is expressed in 1958 prices, as are all other output estimates 
which I am going to use. 

The estimated GNP of between $475 and $480 billion would be about 
6 percent higher than the GNP of the calendar year 1957, and almost 
10 percent higher than that of 1958. 

The margin of 6 percent by which, according to this guess, the 1959 
GNP would exceed the 1957 GNP corresponds to 25 to 30 billion. 
How do we obtain this excess of 25 to 30 billion for calendar 1959 as 
compared to 1957 ? 

It seems — likely that in 1959 Federal, State, and local govern- 
ment expenditures on goods and services will exceed the 1957 amount 
by more than $10 billion in 1958 prices. Certain constituents of pri- 
vate gross capital formation—imventory accumulation and total con- 
struction—are also very likely to be in excess of the 1957 amount. 
So far this points to a presumptive excess of almost $20 billion over 
1957, but note that this excess In nonconsumption expenditures might 
conceivably be reduced to an excess of roughly $10 billion since ex- 
penditure on equipment and net exports might conceivably turn out 
$6 to $8 billion lower than in 1957. This would still leave for cal- 
endar 1959 an excess of roughly $10 billion over 1957 in nonconsump- 
tion expenditures, a figure which corresponds to about 6 percent of 
the nonconsumption expenditures of 1957. Therefore, given this ex- 
cess of roughly $10 billion in nonconsumption expenditures, it seems 
reasonable to add also a 6-percent excess in consumption expenditures, 
and this means adding more than $15 billion for the excess in 
consumption. 

We thus have for 1959 over 1957 an excess in nonconsumption ex- 
penditures in the amount of roughly $10 billion, and an excess in 
consumption expenditures amounting to, say, $15 billion. Guesses of 
this sort are hazardous, but it seems to me that the assumptions on 
which this total excess of $25 billion is obtained over 1957 are rather 
on the cautious side. The 1957 GNP was $451 billion in 1958 prices. 
We therefore arrive at the guess that the 1959 GNP may well turn 
out to lie in the between $475 and $480 billion. 

2. The experts of the administration may be interpreted as imply- 
ing that it is reasonable to aim at this GNP of $475 to $480 billion 
in calendar 1959, and pohaae for somewhat more than $480 billion 
for fiscal 1960, in preference to trying to drive up these figures by 
a budgetary deficit, and also in preference to lowering the money value 
of the output in question by creating a budgetary surplus. 

I happen to with the value judgments on which this con- 
clusion is based, but I regret that the official argument. places mech- 
anistic rules of thumb in the foreground instead of justifying the 
case rationally on its own merit. 

What are essentially the implied value judgments? : 
The main implicit judgment here is that a more than 10-percent 
rise of the GNP from 1958.to 1959—or, alternatively, a more than 
about a 7-percent rise from the last quarter of 1958 to the last quarter 
of 1959—would involve an acute risk of inflation such as should be 
avoided even if the $475 to $480 billion GNP should not create full 

employment in a very ambitious sense of this word. 

Dacenplevinent as a percentage of the labor force will almost cer- 
tainly be smaller at the contemplated GNP. than it is now, but by 
how much is a question which depends on the increase in the labor 
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force, on the increase in the | of the workweek, and on the 
rise in man-hour output during the expansion. 

Given the present: characteristics of the labor market and of the 
industrial markets, we do not know at, what degree of employment 
inflationary pressures would start to become acute again. We. are 
faced here with a matter of value judgments, but I, too, happen to feel 
that trying to go even faster aad involve serious risks. 

I may add here a sentence to the effect that I don’t really believe we 
should give up on somewhat more ambitious programs of full employ- 
ment, ‘But is, I think, would require first reducing the monopoly 
power of unions and also of firms if we want. to accomplish it without 
appreciable inflation and without direct controls. 

3. To say that. one favors ago at a balanced budget for a roughly 
$480-billion GNP does not in itself imply favoring that this balance 
should be sought at a $77 billion level of spending and heceing: Is 
this level of spending too high, too low, or just about right? 1 will 
limit myself to two brief observations. 

My first observation relates to a group of fiscal expenditures which 
may be defined as total expenditures minus national defense expendi- 
tures minus veterans’ benefits minus agricultural price support. minus 
interest on the debt. 

After a 25-percent cut in fiscal 1954, the nondefense expenditures so 
defined have been rising at a somewhat higher oe rtionate rate 
than the GNP except that after this year’s jump, which resulted from 
decisions made during the recession, next year’s figure will be smaller 
than this year’s even if it will be 10 percent greater than that of 1958. 
For a 5-year period the rise is about 25 percent in real terms in this 
type of budgetary expenditure which does not include the partly sim- 
ilar and also appreciably rising expenditures through trust funds 
and long-term loans to communities.. 

Some critics object that those nondefense expenditures out of gen- 
eral revenue which I am now considering are still too low—they 
account for $13.5 billion of:the planned $77 billion of spending— 
and others object that these expenditures have been rising too anes: 
But it would be quite unreasonable to penne a growing economy 
needs rising expenditures belonging in this general category, and 
something can be said for a policy which makes ual adjustments 
more or Jess in accordance with growth rates in the economy. 

I come to my last observation, which relates to the defense budget. 
With correction for price changes, our defense expenditures have now 
been kept just about constant in absolute terms for many years. Con- 
sidering that the GNP has been growing, and considering that Russia 
has made gains along various lines, one’s impression here is that thrift 
is being used at the wrong place. -This impression may of course be 
misleading because, in some cases improvements hinge almost exclu- 
sively on ecysnimeionel moves with little dependence on additional 
money. At best this question can be cleared up: with the aid of mili- 
tary experts, and the economist can make only one relevant comment. 

The difficulty of raising additional money for specific military pro- 
grams is not a difficulty of overtaxing the Nation in any ultimately 
meaningful sense... The, American standard of living could stay very 
high even if additional taxes were levied for defense. The difficulty 
is that: if, guided by equity considerations alone, we collect further 
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taxes primarily from the middle and high-income groups, we are likel 
to reduce our Semoun growth rate, partly because by this method of 
taxation we reduce the saving ratio out of national income in the 
private sector, and partly because in the long run a tax burden con: 
centrated on the margin of earnings reduces economic incentives. © ~ 

If, on the other hand, we levy additional taxes for oe defense 
programs in a nongraduated fashion—say through a flat-rate dedue- 
tion from practically all disposable incomes or through a sales tax— 
then it is possible to object that our policy shows insufficient — 
for equity. But if an adequate missile program or some similarly 
vital objective should depend on additional expenditures, then we are 
confronted with a special situation and must not be held back by such 
difficulties. Difficulties of this sort are political; they are not: rooted 
in physical limitations. 

Here again we are in the area of value judgments. My own pref- 
erence would be to stress the growth aspect of the problem, because to 
strengthen military defenses at the expense of growth rates would be 
partly self-defeating, and also because higher growth rates bring a 
steeper uptrend in real wage rates and, thus, bring benefits to prac- 
tically all groups in the economy. 

I feel that if, either because of additional military expenditures or 
for any other reason, we should become faced later in the year with 
the necessity of strengthening our anti-inflationary policies, then our 
tax policies and our credit policies should be devised in such a way-as 
to restrain consumption more than investment. Even as things now 
stand, our lines of credit policy and of tax policy are apt to contribute 
to a rather low investment-to-consumption ratio in 1959. 

The Cuatrman. Thank you, Mr. Fellner. 

The next discussion is by Mr. Walter W. Heller, professor of 
economics at the University of Minnesota. 


STATEMENT OF WALTER W. HELLER, PROFESSOR OF ECONOMICS, 
UNIVERSITY OF MINNESOTA 


Mr. Hetter. In its preoccupation with the problem of inflation and 
the goal of price stability, the 1959 Economic Report provides a 
natural point of departure for a discussion of policies appropriate to 
the present economic outlook, for if price stability is not the trans- 


cendent economic issue of 1959; and if inflation is not a clear and 


present, or omnipresent, danger, the report has missed its mark. 

That half of the President’s letter of transmittal which lays down 
economic policy for the future is concerned entirely with stable prices 
as related to economic growth. Price stability and its synonyms ap- 
pear 14 times during the two pages of policy discussion. Similarly, 
chapter 4, which programs future economic policy, presses home the 
case for price stability and the measures to promote it, before turning 
to other aspects of economic growth. 

A balanced Federal budget is the chief offering at the altar of price 
stability : 

The principal means by which Government can express Jeadership in the effort 
to preserve price stability is to conduct its own financial affairs prudently. 


The budget submitted to the Congress for the fiscal year 1960, which balances 


aoe with receipts at a level of $77 billion, seeks to fulfill this responsi- 
ty. 





ECONOMIC REPORT OF THE PRESIDENT 203 


_. Are the sacrifices of military and civilian-programs.which lie’ be- 
hind the balanced-budget. offering. justified in terms of the present 
economic outlook? Would further deficts in the next 12 to 18 months 
run off in price inflation, or would they continue to stimulate produc- 
tion and serve the cause of recovery ? 

The answer lies largely in the amount of slack left in our.economy 
and the rapidity with which natural economic forces will take it up. 

Substantial manpower slack is reflected in the current 6.1 percent 
adjusted rate of unemployment, the 40.2-hour manufacturing work- 
week, and the potential enlargement of the labor force. Even moré 
slack is reflected in the figures on plant capacity.. In the 17 basic ma- 
terials industries, such as steel, copper, cement, textiles, selected 
chemicals, on. which the Federal Reserve: Board maintains unofficial 
capacity and output indexes, current production represents only 76.5 
percent of capacity, an output index of 140 against a January 1959 
preliminary capacity index of 183, both on a 1947-49 base. 

It is hardly surprising that plant and equipment outlays continue 
to lag $8 billion, or nearly 20 percent, below their 1957 peak. Only a 
brisk revival of markets will bring full recovery here. 

Finally, if the productive potential of our economy in mid-1957 
was close to $450 billion, it will have risen to $500 billion by the end 
of 1959, taking account of (a) the accelerated growth rate we typi- 
cally enjoy in climbing out of a recession, and (0) the intervening 
rise in the price level. 

The official Treasury forecast of a $480 billion GNP rate at the 
end of the peer implies that, apart from bottleneck problems, a sub- 
stantial cushion to absorb the impact. of rising demand will still exist. 
In short, the large amount of unused. productive capacity throughout 
the economy provides substantial protection against demand-induced 
inflation in the near term. 

As to cost-push inflation, our best defense is increased productivity. 
If we can increase the return of output per unit of input fast enough, 
we can satisfy the rising demands for hight wages, higher nate 
and higher farm prices by sharing in expanding roduct rather than 
by pushing up the price level. “lere. the faecal prospect is ex- 
cellent. Productivity is rising sharply as the economy reaps the bene- 
fits from (a) the 1955-57 surge of investment in plant and equip- 
ment—as well as in professional and technical personnel, as the 
report cogently notes—and (6) recession-induced measures to cut 
costs and improve managerial efficiency. Also, as output rises toward 
optimal output-capacity ratios, unit costs will fall. 

These pleasant economic conclusions are reflected in Secretary An- 
derson’s estimate of a jump in corporate profits from $36.5 billion in 
1958 to $47 billion this year. The prospect for satisfying appetites 
for higher profits and higher wages without higher price seems ex- 
cellent:at this stage of our economic recovery: 

When total demand again presses hard against our productive 
resources, our monetary: weapons will operate in a more favorable 
setting than during the boom following the 1953-54 recession: Li- 
quidity is lower in the household, business, and banking sectors; bank 
holdings of short-term Government bonds are relatively lower; sav- 
ing continues at a high rate; and’ consumer expectations seem much 
more subdued than in 1955. : 
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If the foregoing assessment of the economic situation is correct, an 
obsession with Federal expenditure cutbacks and early budget balances 
as a See to price stability is unfounded. Continued, though 
shrinking, budget deficits*appear likely to be reflected’ in expansion 
of output rather than inflation of prices for some time to come. 
Budget cutting and budget balance may be urged to hold or cut the 
Government down to size, as in the conviction that Govern- 
ment use of resources promises lower returns than private use of 
resources, or that expansion of Government endangers freedom. 

In our — external context, which confronts this country with 
the possibility of annihilation or humiliation, and in our present 
internal context, in which much of our affluence is being frittered 
away in indulgences, luxuries, and frivolities, I would sharply dis- 
agree with this position. But, at least, it would not be built on such 
an uncertain economic foundation as the stability argument for i 
balance. In addition to the basic deficiency of this position 
setting of the budgetary target for price stability in terms of the 
$77 billion administrative budget rather than the $93 billion cash- 
consolidated budget is a serious technical deficiency. 

In the projections of tax policy for the future, the President’s Eco- 
nomic Report also employs questionable economic logic, for if deficits 
are injurious to price stability, as the report contends, symmetrical 
reasoning suggests that surpluses which develop out of boom condi: 
tions would be beneficial in dampening inflationary forces. Under 
these circumstances, it seems strange that the President should hold 
out the prospect that, given continued recovery and a tight rein on 
Federal spending, “a significant additional men" in tax reduction and 
reform can be taken in the reasonably foreseeable future.” 

It is worth noting that the peak budget deficit occurred in the sec- 
ond quarter of 1958, at $9.9 billion, as shown in the national income 
accounts, report, page 120, and has been shrinking since that time— 
to $8.6 billion in the third quarter and $7.2 billion in the fourth. In 
a dynamic sense, therefore, the Federal budget has been a declining 
stimulus, which must be offset by other stimuli if recovery is to con- 
tinue at a brisk pace. 

The argument thus far questions the basis for concluding that infla- 
tion is such a clear and present danger as to call for Federal ndi- 
ture paralysis at the level of budgetary balance. But even if inflation 
were a more immediate and menacing era the President’s report 
fails to give us a balanced basis for ju ging the primacy of price sta- 
bility in current economic policy. To make this judgment requires 
a balancing of benefits against costs, of the risks we incur in biasi 
our policies toward price stability rather than, say, toward 
employment. 

et, the eee costs of a restrictive budgetary policy to promote 
price stability are great: loss of production by slowing the pace of 
recovery ; lower investment in public education and other public serv- 
ices that strengthen our long-run economic and military potential: 
attempts to push functions back on State and local budgets which 
are already under such extreme pressures, ae ae by the adverse 
effects of recession, that at least two-thirds of the State legislatures 
must raise tax rates in 1959; an we ng eye Meatint eo 
believe the Gaither, Rockefeller, reports and General Gavin’s 
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statements on national security needs relative to Russia’s advances, a 
rd defense budget. 

o the extent that these results are risked in the name of price sta- 
bility and balanced budgets, they represent as great a risk, calculated 
or en as this.country has ever curred in peacetime economic 

icy. 

PThe Cuarmman. Thank you very much, Mr. Heller. We are very 
happy to have you here. 
Mr. Ratchford, we will be very pleased to have your statement. 


STATEMENT OF B. U. RATCHFORD. PROFESSOR OF ECONOMICS, 
DUKE UNIVERSITY 


Mr. Ratcurorp. After the sharpest and deepest.economic recession 
since World War II we have now had, for the past 9 months, an equally 
sharp and extensive recovery. This recovery has, according to the 
best estimates, brought gross national product, national income, per- 
sonal disposable income, and personal consumption expenditures to 
levels slightly above the peaks reached in 1957. Although there are 
grounds for uneasiness on several points, there is as yet no positive 
evidence of any slackening in this recovery. Employment and in- 
vestment in producers’ durable equipment are the two major indica- 
tors which remain substantially below their 1957 peaks, while indus- 
trial production is slightly below its previous high point. 

Prices generally never declined significantly, and in recent months 
have resumed their rise. The index of wholesale prices for industrial 
commodities, perhaps the most significant measure for use here, has 
risen each month from June 1958 to the present, and is now 1.7 percent 
above the June figure. This is equal to an annual rate of increase 
of about 3 percent. If we are to have reasonable price stability, cer- 
tainly nothing should be done to accelerate this rise, and perhaps steps 
should be taken to curb it if possible. 

The policy of the Federal Government for the period immediately 
ahead, as set forth in the budget and the President’s Economic Report, 
is to avoid any new measures to stimulate the economy, to reduce ex- 
penditures wherever ible outside the area.of national defense, and 
to emphasize the need for price stability. In my opinion, this policy 
is justified and desirable for several reasons: 

1. Many of the measures taken last year to stimulate activity are 
still effective and will continue to be felt for several months to come. 
This is true of the acceleration of highway expenditures and of the 
special funds released to aid housing. It is even more true of the 
funds being requested for the expansion of the capital of the Inter- 
national Monetary Fund and of the International Bank for Recon- 
struction and Development, since the effects of these funds will be felt 
entirely in fiscal 1960 and later years. 

2. If recovery continues at the attained during the past 8 or 
9 months, there will be no need for additional fiscal aids. On the 
other hand, if there is any significant rel Federal revenues will 
fall below budget estimates and there will be a substantial deficit 
which will contribute toward supporting demand. 

3. The real reduction in expenditures is riot nearly as great as the 
budget figures indicate. A large part of it’ is caused by the noncur- 
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rent expenditure for the’ present year represented by. the funds bei 
requested to expand the capital for international financial institutions, 

4. The economic effects of expenditures will in several instances be 
achieved by activities which will not be reflected by expenditures in 
the budget. These are illustrated by the requested increase: in the 
authority to insure private mortgages, by the increased purchases 
of mortgages from funds realized through the sale of assets by the 
Federal National Mortgage Association, and by other cases of :the 
increased participation of private capital funds. in the: activities of 
Federal agencies. 

For these reasons and others, I believe that the economic polic 
which has been announced, which is essentially one of “hold the line, 
is the proper one under existing conditions. 

In this connection I would Tike to call attention to a feature of the 
budget which is mentioned several times in the President’s bude 
message: This feature might be called “The Dilation of the Expendi- 
ture Base” and is essentially a counterpart of “The Erosion of the 
Tax Base” about which we have heard a great deal. 

The Congress makes a broad commitment to support farm prices, 
provide benefits to veterans, subsidize the Rural Electrification Ad- 
ministration, and so on. Time passes, conditions change, and ways 
are found to claim funds under these programs for purposes never 
envisioned in the original act. The result is a steadily increasi 
amount of expenditures which are beyond the immediate contrat 
the Congress or of the Budget Bureau, for purposes which are often 
not earedullt examined and which cannot be paisesnell in accordance 
with the economic situation. 

If the present recovery trend continues, our major problem: will 
shortly be to deal with inflationary forces. Indications of inflation, 
however, are not yet sufficiently definite to justify a general tax in- 
crease. Even if they were, I doubt that there would be popular sup- 
port or even tolerance for such a move. For that reason I am inclined 
to believe that our principal reliance should be on monetary policy 
for influencing economic developments, It is much more flexible, 
and if it is used promptly and. with determination it can be effective. 

It may well be, however, that: before Congress adjourns the trend 
may be so definite and so strong that the use of tax policy would be 
justified. In the meantime I would suggest the desirability of a move 
which might produce a substantial amount of additional revenues 
without the restraining effect of a general tax increase. That would 
be a broad and comprehensive move to stop and even to reverse: the 
trend toward the erosion of the tax base. This trend not only reduces 
revenues but it also lowers taxpayers’ morale, makes the income tax 
Jess equitable and reduces its efficiency as a built-in stabilizer. 

During the past year and a half consumption has held up much 
better than investment, and it has mau more rapidly in recent 
months. Also, I believe that employment ‘has been affected much 
more by the greater decline in investment and its failure to recover. 
For these reasons I believe that the recovery would be broader and 
more stable if our economic policies emphasized investment rather 
than consumption. 

The Caarrman. Thank you very much. | ; 

I am now going to call on the author of the most widely studied 
economic textbook in the country, Mr. Samuelson. 
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STATEMENT OF PAUL A. SAMUELSON, MASSACHUSETTS 
INSTITUTE OF TECHNOLOGY 


Mr. Samugetson. Mr. Chairman, in contrast to last year, when the 
economy was in a vigorous contraction, we now find ourselves in the 
midst of an economic expansion. The first part of 1959 will most 
certainly bring an improvement in production and incomes; and there 
are no compelling reasons to fear at this time that 1959 will bring 
back the 1957-58 problems of overall recession. 

This switch from contraction to expansion calls for a corresponding 
switch in the policies and apprehensions of governmental officials. 
Instead of pressing for massive tax reductions at this time, Congress- 
men and Cabinet officers should be alert to the possibility that it could 
become desirable in the year ahead to begin to worry about raising 
tax rates in the interest of overall stability. And it is only proper 
that the Federal Reserve authorities should be prepared to make 
credit more expensive and harder to get in the event that wholesale 
and consumer prices should again begin a sustained rise, 

Let me interject at.this point that I would not shop around in the 
wholesale price index for a component whieh is rising and worry about 
that. Indeed, when the industrial sector of the wholesale price index 
_ rising, the wholesale price index as a whole, I believe, will be 
falling very considerably. And it would be disastrous in my judg- 
ment to try to stabilize each component of that index. 

But now, having said all this about the shift toward expansion, I 
should hasten to point out some of the special considerations which 
make proper Government decisionmaking difficult at this time. 

First, as others on this panel have pointed out, there is the un- 
doubted fact that unemployment, while probably diminishing, is 
still 6 percent of the civilian labor force, seasonally corrected. ‘This 
is too high a figure to permit us to be complacent, and our concern 
for the human suffering and economic waste involved in mass un- 
employment should inhibit us from putting the brakes on hard 
against economic expansion. Moreover, the recent apparent rise in 
labor productivity, welcome as some may regard it from the stand- 
— of rapidly raising profits from their recession floor, has also the 

ollowing: implication: the greater the increase in productivity, the 
slower may be the rate at which we eat into our residue of unemploy- 
ment. 

Second as a factor making decisionmaking difficult at this time is 
the very real possibility that the goal of high employment and rapid 
growth in productive capacity of the American economy could be- 
Pana economically in conflict with the goal of consumer price sta- 

ity. 

If, as many economists seem to be increasingly persuaded, much of 
the pressure for higher prices comes from the push of wage and other 
costs, we could run into a time when the only way to prevent an 
inflationary price creep would be by a deflationary hey aimed at de- 
liberately on employment and capacity das Looking ahead 


only for the next e, such a “low pressure” policy would, I suspect, 
slow us up in the crucial economic race that is now going on between 
us and the Iron Curtain nations of Russia and China. 
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I do not wish to be misunderstood as being dogmatic on this point. 
It is quite possible that no conflict between growth and price stability 
will arise. But economic science cannot at this time be sure that they 
will always be compatible. My own tentative advice would be to put 
the major emphasis on growth of real income at our high-employ- 
ment potential, not letting concern over price inflation dominate our 
decisions prior to such time as sustained upward thrusts in consumer 
and wholesale prices have established themselves. In other words, 
I would run some risk on the price inflation front. 

On the question of the proper division of labor between fiscal and 
monetary policies let me make’a few remarks: 

Our automatic stabilizers will insure an increase in tax revenues 
as incomes expand. ‘These fiscal measures are all to the good, and 
will be reinforced by the reduced transfer payments that a lowering 
of unemployment will bring. Since I am not prepared at this time 
to recommend a sizable increase in tax rates or an austere budget, for 
stabilization reasons, a large share of the shortrun tasks of stabiliz- 
— economy will have to be performed by monetary policy. 

S eXpansion eats into the slack of our economy, and particularly 
if some definite signs of increases in our price index appear in the 
months ahead, the Federal Reserve will find itself making open market 
sales for the purpose of reducing the free reserves of the commercial 
banks—all this not out of sadism, but in the attempt to slow down the 
growth of total spending. It will find itself raising the discount rate 
in order to catch up with the credit’ tightness it has permitted and 
created. It may find itself raising reserve requirements of the com- 
mercial banks. And if the situation should become more serious than 
I now envisage it might be necessary for it to ask Congress to in- 
voke specific credit controls that will reinforce general, overall mone- 
tary controls. I have reference to direct regulations bearing on con- 
sumer credit and possibly on housing credit. 

management of the economy might make it desirable for the 
Government to issue long-term bonds at just the time that interest 
rates are hardening and existing bonds are falling in price. In the 
interest of stability it may become necessary for Congress to repeal 
the maximum rate now payable on Government bonds, I believe now 
set at 414 percent. Such maximums, like similar maximums set on 
FHA or VA loans and like overall limits set on the public debt, do, in 
the opinion of most economists, more harm than they do good, and I 
would recommend their repeal. 

On the issue of the-proper emphasis to be placed on consumption as 
compared to investment, economics can be fairly neutral. To the 
extent that we take seriously the race with Russia, the greater would 
be the emphasis on investment. But not just any kind of investment 
such as housing or inventory accumulation. Rather would the 
emphasis be on plant and: equipment expenditure. 

ndeed the emphasis for this purpose should probably not be on 
investment as such, but, rather, on technological seni It would be 
tragic if; in the interests of economy and fear of some future infla- 
tion, the Congress were to cut down on defense spending and thereby 
cutback on the substantial sums that are now going to support basic 
and applied research sponsored by the defense forces. Since no'private 
person can hope to recoup for himself all the advantages that accrue 
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to society from the results of scientific and technological discovery, 
the profit motive is almost sure to be insufficient by itself to give the 
country the research it needs. Here then is an important need for 
Government stimulus and support to the most vital of all modern 
activities—research. 

Were I sure that public policy would strongly promote the research 
_ so important for our rapid growth, I would be:less concerned over the 
magnitude of capital formation or the precise division between con- 
sumption and investment activities. 

The Cuamman,. Thank you very much. 

The discussion will be continued by Mr. Herbert Stein. 


STATEMENT OF HERBERT STEIN, WASHINGTON, D.C. 


Mr. Sreuy. Mr. Chairman, I am grateful for the invitation to pre- 
sent to your committee my views on the economic problems before the 
country. I was invited to appear as an individual, and I want to 
make it perfectly clear that I am not here representing the Committee 
for Economic Development. I should also note that in the short time 
allotted to me I shall have to omit some of the qualifications and 
reservations that would be possible in a longer statement. 

What this country needs is a general tax increase. 

I recommend a tax increase in order to provide the means to 
achieve more adequately the three objectives to which the President’s 
budget message rightly gives the ers priority. 

Both the budget message and the Economic Report are suffused 
with the great importance of preventing inflation and with the need 
ee Rredees Federal finance as the main Government contribution to 

send. 

In a table on page 9 of his budget message the President lists his 11 

eral recommendations. The two of these are to strengthen 
the effectiveness of our Armed Forces and to assist free nations in 
their economic development. 

I agree that these are the three top priority objectives; to provide 
for the national defense, to promote economic development abroad, 
and to stop inflation. 

Now what does the administration’s budget propose in support of 
these objectives? 

_ 1, As the contribution of prudent fiscal policy to the war against 
inflation, a surplus of $100 million on a budget of $77 billion in a 
$470 billion Pp ENRY. 

2. As the contribution to strengthening the effectiveness of our 
suet areas an increase of $145 million on a military budget of 

8 billion, 


3. As the contribution to the economic. development of the free 
world, an increase of $80 million in mutual security expenditures for 
economic and technical assistance,  - 

This looks like a program to cure grave ills by homeopathic doses. 

In my opinion the smallness of these numbers is explained by the 
belief that a general tax, increase is out of the question. This is a 
mistake. A general tax increase ast of course, impose additional 


burdens upon the American people and would have certain adverse 
effects upon the economy. But the American people should and 
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would, I believe, be prepared to pay these costs to achieve important 
objectives. 

here are probably not five _—. in this country who have writ- 
ten more in the past 10 years than I have about the evils of high taxes 
and the desirability of tax reduction. I know the arguments and do 
not think I underrate them. There are er few purposes for 
which I would recommend a tax increase; probably none besides the 
three I have mentioned. It is not because I fear high taxes less, but 
because I fear inflation, military weakness: and the unrest in the 
underdeveloped world more that I recommend higher taxes. 

Let me say a few words about each of these three top priority 
objectives. 

The question with respect to national defense is this: 

Would additional military expenditures make a large enough con- 
tribution to national security to be worth the costs of higher taxes? 

This questiton involves the balancing of a military gain from more 
expenditures and an economic cost from more taxes. 

vidently there is a serious disagreement among informed persons 
on the extent of the military gain.. There is a considerable grow 
that believes an increase of expenditures would yield a substanti 
gain in national security. This includes the Rockefeller panel, some 
oeereeet committees, several high military officers, active and re- 
tired, a number of private, civilian students and, according to un- 
authorized but uncontradicted reports, the Gaither committee. On 
the other hand, the President, the Secretary of Defense and others 
apparently believe that the national security gain from more milita 
expenditures would not be substantial. The issue is now in the han 
of Congress, which will presumably have highly expert advice on the 
security consequences of higher military expenditures. 

Congress will also have to form a judgment on the economic con- 
sequences of the higher taxes that would be needed if military ex- 
penditures were raised. This is my only justification for raising the 
question of national security before this committee. I hope that in 
making its decisions about the military budget Congress will not be 
inhibited by the thought that a tax increase would be catastrophic or 
impossible. The economic cost of raising taxes by X billion dollars 
would not be radically different fhon'the cost of not cutting taxes 
by X billion dollars. 

I suppose it is by now generally though not unanimously agreed 
that the United States has a national interest in assisting economic 
progress in the underdeveloped world. What is still not recognized 
is the urgency of doing enough. 

By the standard of the past behavior of sovereign nations, our pol- 
icy in the underdeveloped world is a marvel of enlightenment and 
generosity. Unfortunately we cannot settle for this standard. One 
of the epochal tides of history is strongl ing in the underde- 
veloped world. It will profoundly affect the lives of our children and 
grandchildren, Only a Pollyanna can think that this tide is now 

ing in our favor. It is imperative that we try to influence this 
tide. e of the few means we have for doing this is the provision 
of assistance to foreign economic development. The obstacles are 
enormous and. perhaps we cannot succeed. But we should not con- 
clude this until we have made the maximum effort we can to help the 
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underdeveloped nations find the path to economic and social progress 
within a peaceful and democratic world order.. Again I urge that in 
deciding what we can do in so important a cause we should not be 
governed by the idea that we have reached the limit of taxation. 

Finall tom to the problem of inflation and the need for a sur- 
plus. I believe we have reached a crucial point in anti-inflation pol- 
icy. We have had three waves of inflation since the end of the war. 
We have just been through a recession in which prices did not decline. 
Our determination to resist inflation is being eroded by the thought 
that inflation is inevitable. We are being told that labor or business 
or both will behave in such a way that traditional monetary and fiscal 
restraints will only succeed in holding down the rate of growth. So 
we are led down the easy path to acceptance of inflation as a way of 
life. 

The decision to inflate would be a momentous one, even though pas- 
sive and negative. And rarely, in my opinion, would so important a 
decision have been made on such flimsy and disputed evidence. 

I can only say to those who are persuaded of the inevitability of in- 
flation, “Gentlemen, I beseech you, consider that you may be wrong.” 

If we accept the inevitability of inflation and relax monetary and 
fiscal restraints we will certainly have the inflation. We will justify 
all the expectations of labor a business, of investors and consumers 
that are said to make inflation inevitable. And in my opinion we 
would have purchased only a brief respite from the basic problem 
which is to make high aiplepees compatible with a price leve 
which, if not necessarily stable, is at least reasonably predictable. 

I believe that we must now, before expectations of inflation are so- 


lidified beyond removal, make every effort to —- niin by mone- 
oO 


tary and fiscal means. I believe, or at least I still hope that firmness 
in this respect will still induce private behavior that will permit the 
coexistence of price stability and high employment. 

It is because I think this as so important that I strongly support the 
President’s recommendation for a balanced budget. But I do not 
think the administrative budget mage of $100 million and the cash 
budget surplus of $600 million are adequate to the problem. In fiscal 
years 1956 and 1957 we averaged cash surpluses of $3 billion, and I 
would aim at such a cash surplus again. Of course, I would set up the 
budget so that we would get this surplus only at high employment, not 
at lower levels of activity, and I would be prepared to cut taxes if we 
should fall seriously below high employment. 

These, then, are my three reasons for wanting a general tax in- 
crease : 

3} We should have a surplus, 

6) Weshould spend more on foreign aid, and 

c) We may find it desirable, after further consideration, to spend 
more on military pro . 

A tax increase would not be necessary if we could reduce the 
President’s budget sufficiently outside the national security and for- 
eign aid categories. But the President has made a determined effort 
to hold expenditures down, and I would have great difficulty in 
pointing to substantial opportunities for further reduction in the 
short run. 

How much tax increase do we need ? 
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I have in mind something: between $3 billion and $5 billion; $3 
billion would take care of the surplus plus all the increase.in foreign 
economic assistance that is likely to be feasible in 1 year. Another 
$2 billion would peer cover all the increase in military ex- 
penditures that could be made efficiently in 1 year. 

How should we increase taxes? 

There is the problem. There are many ways to do it, but any 
specific proposal raises cries of shocked horror from.someone. 

It is our inability to on how to raise taxes that makes a 
tax increase seem unthinkable. I think some tax increases would be 
better than others. But I want to make it quite clear that my recom- 
mendation for higher taxes is not contingent upon the adoption of 
a specific tax program that I might poomet My effort this morn- 
ing is to remove tax increase from the category of dirty words, to 
get it discussed by the Treasury, by the congressional committees, 
and by the country. Then we will see what is the best we can agree 
on. 

I realize that there is a danger in any proposal for higher taxes. 
The danger is that if taxes are raised the revenues will be absorbed 
by expenditures of minor importance. Then we shall have neither 
the surplus, nor the stronger defense, nor the larger foreign assist- 
ance. ‘This would indeed ea a distressing outcome. But it is a risk 
we must take. We must count on the good sense of the American 
people and the Con to avoid this outcome. 

e Cuarrman. Thank you very much, Mr. Stein. 

I wonder if the members of the panel would discuss briefly with 
each other some of the points of differences which emerged. 

I take it that none of you at this time recommend an immediate 
decrease in taxes. The question is whether existing tax rates should 
be maintained, whether there should be a general increase, and, if 
so, what, or whether a third ibility be considered, namely, 

: tax an be engaged in en would plug some of the so-called 
oopholes. 

rhe meets with the approval of the other members, I would wel- 
come some discussion on that point by the members of the panel. 

Mr. Ratchford ? 

Mr. Ratcurorp. Mr. Chairman, as I said in my prepared state- 
ment, I would prefer the reform. Although I recognize that that is 
a slower and more difficult route, I believe that this trend toward 
tax erosion is the most serious problem we face in this country, and 
I would welcome the attempt to raise a substantial amount of addi- 
tional revenues through that route. 

The Cuamman. Some of us have: made»calculations that, apart 
from the question of joint returns, we would raise between $21, to $3 
billion by reducing some of the more obvious loopholes. I wonder if 
the others have comments on that subject. 

Mr. Musgrave? ' 

Mr. Muserave. Mr. Chairman, given the present outlook, I would 
not favor an increase in taxes on the assumption that the expendi- 
ture level will be as erriee for in the President’s budget. 

If we were to make more extensive provision for some expenditure 
programs as I would favor I would then also favor that they be sup- 
ported by increased taxes. 
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I share Mr. Ratchford’s concern for the erosion of the income ‘tax 
and for the whole problem of improving our tax structure but it. may 
be somewhat dangerous to tie the need for increased taxes if expendi- 
tures are to be increased too closely to the need for improving the tax 
structure, 

We ought to improve the tax structure whether we increase the 
level of taxation or whether we keep it constant or whether we reduce 
it. This urgncy is equally great in all these cases. 

If we are to increase defense expenditures, if we are to increase ex- 
penditures for education and: so forth, we must provide also for in- 
creased tax revenues. I would say let’s attempt to obtain this in- 
creased tax revenue in a way in which we can get it rather than insist, 
in the same process, on closing all the loopholes which, by their very 
existence, give evidence of great political opposition to raising tax 
revenue by that process. . 

I favor closing loopholes, of course, but-——— 

The Cuarman. But not now? 

Mr. Muscrave. But if we need additional revenue, I would rather 
not complicate this need too much. 

The Cuarrman. Mr. Fellner? 

Mr. Feviner. Mr. Chairman, I think that we probably need a higher 
defense budget, and in that event I would be in favor of raising tax 
raies. I don’t think that that problem can be taken care of simply 
by tax reforms. | 

It is quite possible that we could:add to our milit ditures 
without raising taxes and, yet, not reach the so-call capacity 
level. But I think that we would get an appreciable inflationary 
pressure in these circumstances, and this is a consequence of the fact 
that the present characteristics of the labor market and of the indus- 
trial market are such as to lead us in inflationary situations before 
so-called full employment is reached. 

I aon this is a very important issue and that it should be faced 

uarely. | 
wTThe Srewth rate in the economy—lI think in this rd maybe I 
disagree with Professor Samuelson—the long-run growth rate I think 
does not have to depend on whether the unemployment rate is 3 per- 
cent or 5 percent. As a matter of fact, I don’t think that we will 
full employment in this year, and the expansion rate, I think, will 
quite considerable during the year. Even in the long run we could be 
growing at the same rate with a somewhat greater slack, as we can 
with a somewhat smaller slack. 

The slack itself is bad per se. I think it need not affect the growth 
rate. Obviously, other things equal, it is much better to operate at 
3 percent unemployment than at 5 percent unemployment but the 
long-run growth rate need not be affected by this, and I don’t think 
we can accomplish the objective of a reasonably stable price level with 
no administrative controls at a 3-percent rate of os with 
the _ present characteristics of the labor market and the industrial 
markets. This is really the reason I think that if we add to our 
expenditures, as we pubeltt should add to our defense expenditures, 
then we need higher tax rates. 

The Cuamman. Mr. Heller, do you wish to give us some informa- 
tion on that? 





214 ECONOMIC. REPORT OF THE PRESIDENT 


Mr. Herter. I am a little bit concerned that we don’t seem to move 
toward tax reform, toward reversing tax erosion, in a recession, be- 
cause we are in too big a hurry—at least we were last spring—to cut 
tax rates across the board, which I still think should have been: done; 
Then, again, if we need a tax increase, our attitude seems to be: “Let's 
get it in the form of increased rates,” because we can’t really wait to 
go through the long, hard process of tax reform. 

Somewhere along the line we have to take time out for tax reform, 
and this might be the time. It seems to me we are not under pressure, 
Even if we were to have somewhat of a deficit for the coming fiscal 

ear, we are not under the same pressure we have been, and this would, 

a very good time to undertake the reversal of our erosion process 
in the tax system. 

While I have the floor, might I just also note that we shouldn't 
ignore the fact that in State houses throughout the country tax in- 
creases are going to be imposed. There are deficits in State bu 
Some of these are now serving as a stimulus tothe economy. I believe 
that most of these deficits, Sesishes the requirement of budget: bal- 
ance in State budgets is so much more rigid, will be overcome by tax 
increases. 

The recent Newsweek survey indicates that at least two-thirds of 
the States will impose tax increases this year. This should not’ be 
ignored in setting Federal fiscal policy. 

The Cuarman. Mr. Stein? 

Mr. Srern. You have asked about points of disagreement among 
us, but I think it is very important to call attention to what I observe 
as a point of agreement among all of us, which is a point of disagree-' 
ment with the major lines of economic policy as I observe them bei 
followed in Washington today. That.is, I think we have allexp 
the feeling that we are not at a limit of taxation. 

I think that in one degree or another we all feel that we have be- 
come the prisoners of the idea that taxes cannot be raised. Although 
we may differ among ourselves on the purposes for which we oa 
raise taxes and perhaps on means by which we would raise them, I 
think there is a kind of agreement here that the acceptance of the 
present tax structure as a limit of taxation is an.element of irration- 
ality which prevents us from making. the best decisions in defense of 
the country and for other purposes. 

With respect to the character of a tax increase, I said in my pre- 
pared statement: 

I think some tax increases would be better than others. But I want to make it 
quite clear that my recommendation for higher taxes is not contingent upon the 
adoption of a specific tax program that I might present. 

I don’t think it behooves any of us, if we think the purposes for 
which a tax increase are necessary are really important purposes, to 
say that we would support a tax increase only if it would be of a kind 
that we would most prefer. 

With respect to loopholes, it seems to me that this is, by definition, 
something that everyone is in favor of closing. The problem is what 
isaloophole. I would certainly e with closing all loopholes. There 
are, I believe, some loopholes in favor of the Treasury as well as loop- 
holes in favor of the taxpayer. I would mention one—the absence of 
any averaging in our present tax system, which is a loophole in favor 
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of the Treasury, and there are probably others. But certainly I would 
agree, if we could agree on what is a loophole, to close it. 

Mr. Samvuetson. I want to express my agreement with Ratchford 
on the point that most economists, and not just we in this room, are 
concerned at erosion of the tax base. We consider it in season and out 
of season to be a task of continuing to try to restore the tax base, 

I don’t know how I feel on the tactical problem of whether you 
ought to hold up other tax increases when you need them, waiting upon 
repairs in the tax base. I also should express the view that the econo- 
mists have a pretty good idea what a lot of the loopholes are. We have 
a notion of the definition of income, and there are lots of exceptions 
legislated to these notions by Congress. I don’t think it would be hard 
to get agreement among technical economists and lawyers as to what 
some of the loopholes are. 

Is this the time for me to touch upon a point that Professor Fellner 
raised as to possible disagreement between himself and me? 

The Cuarrman. Certainly. 

Mr. Samugtson. He raises a question whether we could envisage a 
model in which an economy with a larger constant percentage of unem- 
ployment might not show the same geometric rate of growth as one 
with a smaller amount of unemployment. 

I, too, can envisage such a model, and I am not sure what my opinion 
would be about its likelihood. My own remarks were directed to the 
next 10 years. Perhaps, like Khrushchev, I attach too much impor- 
tance to the immediate future and discount the far future. My 
proposition was that I suspect that a low-pressure economy, in the 
interest of stabilizing prices when there is a conflict: between price 
behavior and full employment, will 10 years from now be in a lower 
capital-goods position, will be in a lower-production position than 
would an economy which takes some risk on the inflationary side. 


I may very well be wrong on that. I don’t regard that as a certainty 
at all. 


The Cuatrman. Mr. Fellner? 

Mr. Feriner. Mr. Chairman, I would also like to say I believe this 
would be somewhat a matter of guesswork. As Mr. Samuelson 
Eeested out, it is possible to construct analytical models in which the 
ongrun growth rate is just as high with a 5-percent rate of unemploy- 
ment as a 3-percent rate of unemployment, but we don’t know for sure 
how it is going to come out. But in the past there were periods with 
appreciably higher growth rates than those of some of the more recent 
periods, and in these past periods the average unemployment ratio 
was, I think, so far as we can tell, in the neighborhood of 5 percent. 

I will agree that this does not settle the matter. 

The Cuarrman. Congressman Patman ? 

Representative Parman. I would like to ask a few questions, Mr. 
Chairman. Thank you, sir. 

First, Mr. Ratchford, of Duke University. 

You stated that you believe that we should rely principally on mone- 
tary policy for influencing economic developments. 

I received this morning the Federal Reserve Bulletin. As a part of 
our economic policy, including, of course, monetary policy, it seems to 
be to finance the ener by letting the banks create the money. Dur- 
ing the past year the holdings of the U.S. Government obligations. by 
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the banks increased from $64 billion to about $74 billion. Do you 








































know of anything that is nearer BE bee money than this? . as 

Mr. Rarcurorp. Well, both bank deposits and paper money, of To 
course, are a part of our money supply. Wh 

Representative Parman. ‘That is right. fessor 

Mr. Rarcurorp. If we are in the stage where an increase in the bud 
money supply is needed, it seems to me that this is the only way we aie 
could bring about that increase. It is not feasible under our present or ot 
scheme to print paper money and increase our money supply by that share 
route. 

Representative Parman. The reason I asked whether you know of me | 
any money that is more like paper money than that, is that the reserye that 
requirements of the banks were reduced to enable the banks to buy ering 
these bonds. Therefore, they didn’t pay anything for them. The 18 Mr 
New York banks increased their holdings by $21% billion last year, ano 
and the reserves are not only not increased, the reserves are actually there 
decreased. Therefore, they paid nothing for those bonds in effect, ttin 
Therefore, I say it is practically printing-press money. Oreck 

Don’t you think, Professor, that the Treasury and the monetary all t] 
authorities should consider, when they have sold all the bonds that debt 
they can to people who have the money—individuals, corporations, in- laws 
surance companies, and others—that if they have got to have the actu: 
money created just out of the thin air, it would be better for the Fed- It 
eral Reserve to buy those bonds. The interest paid by the taxpayers lem. 
would then flow back over into the Treasury. chan 

Mr. Ratcnrorp. I don’t know that I could answer that, Mr. Pat- such 
man, offhand. Selling them to the Reserve banks, of course, would the | 
be much more inflationary than selling them to the commercial banks. own 

Representative Parman. I concede the point, Professor, but there Ri 
is a ve to stop that. You could immobilize those reserves; couldn’t that 
yout it be 

Mr. Ratcurorp. Yes. max 

Representative Parman. Therefore, your argument would. not. be F 
a valid one on that; would it? on | 

Mr. Ratcurorp. If you immediately immohilized the reserves you The 
created, yes, I think that is true. "dis 

Representative Parman. That is right. In other words, we could y 
save the interest on that $10 billion right now by permitting the Fed- Fed 
eral Reserve banks to buy these bonds instead of letting the com- in| 
mercial banks create the money to buy the bonds, and we would have con 
no more inflation, if we use the weapons within our power to use. que 
One is to immobilize bank reserves—and, of course, there are other I 


weapons that could be used, too. 


, $0 1 
I want to ask Mr. Samuelson a question now about this. infl 
I notice you advocate taking the ceiling off of interest rates. eve 
Mr. Samuetson. Yes. } tha 
Representative Parman. I am surprised at your advocacy of any- mo 
thing like that in view of the fact that the last 7 years interest rates ] 
have been going up constantly all the time, and they would have gone qui 
up much faster and much more if there had not been limitations, ac- 21 
cording to my view. sgn Oa ] 
Tf you will take the national debt, the cost of carrying it, the inter- fes 
est rates, which I think are terrible and unpardonable, and. I think. | in. 


Congress one of these days will be criticized severely for permitting it. 
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If you divided that $8 billion by the number of people, you will dis- 
cover that it is costing each person about $47 a year to carry the 
national debt now, or a family of five, about $235 a year. 

In other words, the higher the interest rate, is it not a fact, Pro- 
fessor Samuelson, the more money is taken out from the Private family 
budgets for interest rates and diverted from the purchase of necessary 
things? Whether they pay the interest directly on a promissory note 
or other obligation that they themselves have endorsed, they find their 
share of interest on the Government debt is in all their bills that they 
pay, like taxes and the utilities and things like that? : 

on’t you think that our interest burden has become so excessive 
that we should give serious consideration to ways and means of low- 
ering it, Professor Samuelson ? 

Mr. Samvetson. Let me say that the reason why I advocate the 
removing of that limit is precisely because in the whole postwar period 
there has been an upward trend in interest rates, and that limit is now 
getting to a point where it is no longer ineffectual. When it becomes 
effectual I think it is going to become harmful. We are going to have 
all the subterfuges of accounting that we have seen on the public- 
debt limit, we are going to repeat the history of centuries of usury 
laws which, in the interest of making it better for the poor man, 
actually made it tougher for him to get money. 

I think the Government is going to have this same particular prob- 


lem. I might have a different opinion from you about structural 
changes in our whole banking system, but at least I could see where 
such structural changes might accomplish a useful purpose, whereas 
the fiat of a maximum interest rate, I think, is going to get into our 


own way and cause more and more trouble, 

Representative Parman. I know you are honest.in your views about 
that, and you know a lot more about it than I do. .But why wouldn’t 
it be better, Professor, to consider having the Federal Reserve fix a 
maximum interest rate and keep long-term securities at that rate? 

For about 15 years the Federal Reserve kept a constant interest rate 
on long-term Government bonds of 214 percent and kept bonds at par. 
They can do it. There is no question on earth about that. You don’t 
mages that; do you? I mean you don’t take issue with me on that? 

Mr. Samugtson. No.. I think that the technical powers of the . 
Federal Reserve are such as to give us almost any interest structure 
in-the short run which they desire. But they must also take. the 
consequences of giving us any particular interest structure, the conse- 
quences.for the general economy. 

Representative Parman. That is right; they must. But they have 
so many weapons, just as was mentioned a while ago. It would be 
inflationary for the Federal Reserve banks to buy bonds. . Certainly, 
everybody concedes that.. But-we must not overlook the other weapon 
that can be used to answer that completely and fully at. once by im- 
mobilizing the reserves created. 

Mr, Samugtson. Would you like to have me address myself to the 
question of what the consequences might be of maintaining a 
21%-percent interest rate structure on long-term bonds? 

Representative Parman. I know your arguments pretty well, Pro- 
fessor Samuelson, and. I would like for you to put them in the reeord 
i: connection: with your remarks if you care to. But my time. is 
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limited, you see. I only have 10 minutes’ time and we don’t hays 
time for that. 

The Cuamman. You can take more time than that if you want to, 

Representative Parman. If you would like to, go ahead and answer 
the question. 

Mr. Samuetson. I am not insisting on doing so. Usually we ask 
students to answer questions; so it is only right that I should be made 
to answer questions, 

I suspect in the present state of effective demand, if you are to have 
even reasonably high employment, let’s say 5-percent une py 
and a reasonable degree of price stability, including possibly a price 
creep, that if you were to enforce an interest-rate structure across the 
board that corresponds to a 214-percent rate on long-term Govern- 
ment bonds, it would be the duty of you Congressmen to greatly over- 
balance the budget. It can be done. There is more than one way to 
kill a cat. We can stabilize with a very loose monetary policy, but it 
will have to be reinforced by a very tight fiscal policy. 

Representative Parman. You mean the interest rate would be go 
attractive it would induce us to make appropriations we would not 
otherwise vote for? 

Mr. Samvuetson. No. What I am saying is that a rate of interest 

.so low would correspond to a rate of investment so high that you 
would find it necessary not only to follow Dr. Stein here, but to go 
him one better, two better and thise better, to significantly raise taxes, 
overbalance the budget very much, so that what your left hand— 
I think I am using the correct hand to describe it—so that what. your 
left hand had done would be washed out by your right hand as far as 
the overall state of effective demand of the economy is concerned. 

Representative Parman. I know that is a valid point for consid- 
eration. But another reason I bring this up about a limited interest 
rate is we are in a cold war with Russia. Russia is going into these 
uncommitted countries that we are trying to deal with, and ! 
loans of $100 million and up to $1 billion at 214 percent. That is 
the Fcc of Russian interest rates on long-term loans. 

If we keep on putting our interest rates up, up, up, and we are 
having to charge 5 and 6 percent, how are we going to compete with 
Russia in dealing with these countries that we are trying to keep on 
our side instead of getting on the side of Russia? 

Mr. Samvetson. I am not an expert on the Russian economy, but 
it is my impression that those of our students who have studied the 
problem have followed a great debate within the Soviet Union as 
to whether they’should use an interest rate or not. While the notion 
of an interest rate is a bourgeois notion which they do not willingly 
use, they do, by ea use the same thing. 

I think the findings of the experts is that the actual rates that ar 
charged to the different parts of the 5- and 7-year plan are really very 
high rates. | 

I don’t think the Russian economy can be regarded as a 214-p 
economy although, for window dressing and with respect to what are 
relatively small loans, they may charge very low rates indeed. . 

Representative Parman. Thank een ; 

time has expired, but, Mr. Chairman, I ask consent that any 
thee of the panel may extend his remarks on that particular 


M 
mem 
point. I don’t want to cut anybody off. 





ECONOMIC REPORT OF THE PRESIDENT 219 


The Cuarrman. Yes. 

Representative Parman. And if you have mere, tes say about 
the reason why the Federal Reserve shouldn’t do this financing when 
there is no money available, I hope you will express yourselves on 
that point. 

The Cuamman. Mr. Curtis? 

Representative Curtis. Thank you, Mr. Chairman. 

I gathered from the papers that no one on the panel would recom- 
mend deficit financing for the fiscal years 1959 and 1960. Am I cor- 
rect in that? 

Mr. Samuztson,. I don’t believe I expressed myself on this point. 
Idid say that I was not for tax reduction. But I could well imagine 
that as we move into fiscal 1960 we will end up with a deficit of still 
some magnitude, and I would not balk at the prospect. 

I should hope that the recovery would be so strong that we would 
not have a deficit, But I think a number of people on the panel have 
said that the mere bookkeeping problem of whether the budget is in 
balance is not the important consideration. 

Representative Curtis. I was going to ask that next. but go ahead. 
Professor Heller? 

Mr, Hetxter. Just for the record, I think I ted that if the 
choice were between a higher, more adequate defense budget and a 
continuation of the deficit into fiscal 1960, I would prefer that con- 
tinuation of the deficit. This choice is reinforced by the fact that 
there is a lot of slack left in the economy. I don’t feel that we will 
be facing a critical inflationary problem during the next 12 to 18 
months. 

Representative Curtis. Is there any other member of the panel 
who wants to comment ? 

Mr. Ratcourorp. I didn’t express myself particularly on that point, 
but I think I would go along with fessor Samuelson, I think 
there will be a deficit. Just how large I don’t know and would not 
be concerned about it unless there is a strong inflationary trend. 

Representative Curtis. Professor Fellner? 

Mr. Feiner. I would be in favor of balancing the budget at that. 
level of activity at which we do not want to provide a further stimu- 
lus by budgetary devices, deficits. My guess would be that we will 
reach this level of activity in 1959-60. 

If we don’t reach it, then the budget will not be balanced anyway. 

As Mr, Samuelson said, in that case we should nevertheless go on 
as projected with present expenditure plans. Disregarding a rise in 
the defense budget, which T think would call for a tax increase, I 
would just keep taxes where they are and then let things happen. 

Representative Curtis. I should interpose, of course, the present 
budget is based on the premise that there is going to be recovery. 
That is agreed, I think. So it comes to the next quessica which, 
of course, is a very basic one, of whether or not the budget atcually 

roposed is balanced, because one of the questions we have here is, 
t, if any, changes in the Government economic policies are called 
for in the year ahead? 

Would it be fair to say this, that on the assumption that the econ- 
omy does recover as contemplated in the President’s paage no one 
would recommend a deficit financing? Is that fair or am I still going 
beyond some of your thinking? 
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Mr, Feiner. No. I would agree. 

Mr. Rarcurorp. Yes. 

Mr. Samuetson. I am not sure. As I remember it, the revenue 
estimates of the Government are for about $48 billion of corporate 

rofits. 

. Mr. Stern. $47 billion. 

Mr. Samugtson. And I have seen informal—allegedly, Depart- 
ment of Commerce—estimates that in the fourth quarter of 1958 there 
were $45 billion. So it would look as if $47 billion is well within 
the realm of possibility. 

I am not sure whether that degree of recovery corresponds to a rate 
of unemployment of below 4 percent. It may well correspond toa 
rate of unemployment of 414 to 544 piecrnr 

Representative Curtis. So your decision would be, in answering m 
question, that you would be watching for the unemployment rate, an 
you would figure that that factor might cause you to exercise a cau- 
tion where you would say that you might go along with that? 

Mr. Samuetson. That would be one of the key variables I would 
watch in trying to decide whether the budget deficit was too large or 
insufficiently large. 

Mr. Srern. There is one thing very difficult to figure but which 
should be considered. The 1959-60 budget is balanced in part b 
virtue of certain financial transactions, by sale of certain assets he 
by the Government, FNMA mortgages and so forth. So I think it 
is true that this balanced budget is less inflationary than some other 
balanced budgets we have had in other years, and this, in my mind, 
is one reason for trying to get a surplus in a budget that is’so bal- 
anced and so defined. : . 

Representative Curtis. That was one of the questions I had in 
mind. The second really was, after getting over the question of 
whether anyone in the panel would recommend a deficit of financing 
on the assumption that we do have the economic recovery we are 
talking about, whether anyone on the panel would recommend that 
we should be paying off on the Federal debt or have an item in the 
budget for that. 

I presume that you would, Mr. Stein. 

Mr. Stern. I have recommended that; yes. 

Representative Curtis. Of those who wouldn’t I would like to ask 
. this question: 

In previous discussions of deficit financing, as I have understood the 
hypothesis, it was on the assumption that you would afford deficit 
financing because you would recoup and pay off in prosperous years. 
If anyone adheres to that theory, just how do you reconcile a situa- 
tion where we contemplate prosperous years in 1959 on into 1960 
with, first, limiting deficit financing, and, second, actually following 
out Dr. Stein’s suggestion that we pay off on the debt? Would any- 
one like to comment on that? 

Dr. Heller? 

Mr. Hetter. On this point I think we are in agreement, that when 
the economy reaches a tight situation, when inflation is a problem, 
by all means let’s obtain a surplus and maintain a surplus. I think 
both Professor Musgrave and I criticized the Economic Report for 
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holding out the hope of tax reductions as soon as we developed a 
surplus. ‘That seems to me precisely the wrong policy. 
presentative Curtis. So, to get this biatght, in other words you 
are saying that instead of a tax reduction, that money should be used 
to pay on the debt. Is that right? 
r. Hetter. Yes, indeed; in order to abate the inflationary pres- 
sures that will develop at that time. 

I think our main difference is the point at which we would visualize 
the necessity for an anti-inflationary surplus, the point in time. I 
don’t think there is any disagreement on the fundamental approach 
to the policy, however. 

Mr. Muscrave. I think this is quite correct. I might only add that 
if economists say that you should incur a deficit in a depression and 
should incur a surplus in a boom, this is contingent that the economic 
circumstances which require this deficit or this surplus do actually 
arise. In other words, we don’t say that we should have a deficit in 
the depression because we are sure that we can pay off in the boom. 
We say we should have a deficit in the depression while it is needed 
in the depression, and then have a surplus in the boom while it is 
needed in the boom. Whether these two things just cancel out or 
not depends on economic circumstances. 

As Professor Samuelson points out, the level of interest rates, while 
subject to Federal Reserve control, is a part of stabilization policy 
and cannot be singled out. A very easy-money policy will call for a 
very tight fiscal policy and vice versa. However, the other part of 
Congressman Patman’s question is a different matter: There is no 
necessity that all increases in the level of interest rates must be trans- 
mitted fully into higher interest cost on the public debt. Arrange- 
ments may be made to avoid this. Thus, debt may be sold to the 
Federal Reserve at no interest cost, and reserve requirements may be 
raised to offset the gain in excess reserves; or, which is much the same, 
commercial banks may be asked to hold secondary reserves in the form 
of low (or zero) yielding Treasury obligations. Similar requirements 
might be applied to institutional lenders, 

uch structural changes may be made, while retaining the stabili- 
zation function of a tight-money policy. Whether they should be 
made, is a different matter. It depends on one’s appraisal of the 
earnings of financial institutions, and on who should pay for their 
services. Thus, if banks obtain less earnings from Government secu- 
rities, they may have to supplement their earnings by higher customer 
charges, thereby raising the cost of doing business and transmitting 
the charges to the final consumer. However this may be, the case for 
permitting flexible interest rates does not necessarily demand that the 
entire weight of higher rates must be reflected in higher charges on 
the entire public debt. 

Would you permit me to add a very brief word on the point Mr. 
Patman raised? Or could this be done later? 

Representative Curtis. If you will come back to that later, I would 
like to have you do so. But I would like to follow through this one 
thought T have right now. 

It strikes me that the keystone of the President’s economic policy 
for the next 2 years is a balanced budget. One of the questions that 
has been directed to the panel is: What, if any, changes in govern- 
mental economic policies are called for in the year ahead ? 
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Would any of the panel take exception, or have you taken exception 
to this as a keystone for the economic policies for the next 2 years 
ahead for the Federal Government? That is, an attempt to have a 
balanced budget ? 

Mr. Hetier. Well, in all candor, I must say I have taken exception 
for the period immediately ahead, I think that the balanced budget 
objective has been given too high a priority. 

Mr. Srern. I would like to say simone about Dr. Heller’s use 
of the phrase “when inflation becomes a problem.” 

I think inflation is a problem now, and we don’t have to wait for it 
to become a problem. But I think we have a question here of the defi- 
nition of a problem, and I would like to revert to the situation last 
March and April when the chairman of this committee was recom- 
mending a tax reduction and I agreed with him. 

This recommendation was not made on the basis that we were 
certain that the economy was going to go down into a deep depres- 
sion. It was made, as I understand it, on the basis that we were then 
in a situation in which we had about 714 percent of the labor force 
unemployed and, while there was a possibility that we would go up, 
there was also a possibility that we would go down, and the Sanioet 
that we would go down was much more serious. That is, this would 
be. a much more serious outcome if it developed, and therefore it was 
necessary to take some insurance against it. 

I agreed with that logic then, and I feel that the same logic applies 
now with respect to the inflation problem. I think we are now in the 

ition where we may either go up at a relatively mild rate without 
inflation, or the alternative is that we initiate another boom like the 
1955-56 boom in which we will have a resumption of fairly vigorous 
inflation. That seems to me, starting from where we now stand and 
with the prospect we now have before me the more dangerous evil 
and, therefore, the one most to be guarde inst, just as last year 
the more dangerous evil and the one most to be guarded against was 
further decline of the economy. 

So these are all probability problems. Nobody can tell you cer- 
tainly what will happen or what is the best solution. He can tell you 
there is a range of possibilities, and perhaps you can extract which 
would be the most dangerous if it occurred, and be guided accordingly. 

Representative Curtis. My time has expired, Mr. Chairman. 

The Cuarrman. Mr. Bolling. 

Representative Bottine. Mr. Chairman, I would like to get an ex- 
pression of opinion from each of the panel on this question: 

Would Federal economic policies in 1959, designed to stimulate 
vigorous growth and productive capacity and demand, carry a serious 
threat of inflation? And by “vigorous” I mean something quite sub- 
stantial, on the order_of—since we are coming out of a recession and 
last. year had a negative situation rather than an increase—something 
on the order of 8 or 10 percent increase in taxes. 

Mr. Muserave. I am not quite sure I understand the question. 

Representative Bottine. Would Federal economic policies in 195 
designed to stimulate vigorous growth in productive capacity an 
demand, carry a serious threat of inflation in 1959? : ‘ 

Mr. Mouserave. Well, you have got to have a Federal economic 
policy that stimulates growth, and you may find that such a policy 
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will produce an inflationary tendency, in which case I would agree 
with what Mr. Heller said, or I guess Mr. Samuelson, that you have 
to run the risk on the inflationary threat and — to do something 
about it but, in any case, you have to try to stimulate growth. 

I would say that we are as yet in a position where we mee expect 
that such stimulation would be directed at taking up some of the slack 
in the economic system which still exists. In other words, let’s go 
ahead and do the stimulating and deal with the inflation problem if 
it arises. 

Representative Borzine. That is the point I would like to be sure I 
understand. 

You feel that we have to try to stimulate the growth, but you are not 
sure that those policies to stimulate growth would then result in 
immediate inflation? This is where you begin your qualification ? 

Mr. Muserave. I doubt that it would result in immediate inflation. 

Representative Bortine. Now I would like to go around the table 
to this—— 

Mr. Feiiner. I believe that the growth which is now in prospect, 
this expansion, is very unlikely to lead to demand inflation. Whether 
it is not going to lead to cost-push inflation in 1959 is unpredictable. 
We will have to do our best to keep that within bounds or suppress 
it as well as we can, but I think we should take our chances in aimi 
for this GNP of a little over $480 billion for fiscal 1960. I don’t think 
there will be any demand inflation, and the risk of cost-push inflation 
is unfortunately here. But I think it is something we have to face 
whenever it develops and see what we can do about it at the prospective 
level of activity. 

Mr. Hetizr. This is the kind of a question that is very difficult not 
to be misunderstood on, and I would like to put my position on it this 
way, that insofar as inflation has been made the transcendent problem 
to which all policies in the Economic Report seem to be oriented, I 
think the report is wrong. I think that our transcendent problem is 
to have a Defense Establishment and a rate of economic growth which 
will enable us to maintain our position of leadership and, for that 
a of survival in this cold war world. Those should be our first 
emphases. 

don’t like to see them undercut because of an excessive concern 
with the inflation problem. I don’t feel that inflation is an immediate 
problem in the sense that we have substantial slack in our economy and 
that the productivity of our economy is increasing rapidly during 
economic recovery. 

My essential point then is one of priorities. Let’s take the measures 
to get growth. Let’s invest in education and scientific research and 
so fo . Let’s get a Defense Establishment that will restore our 
position. Let’s get an investment in space exploration. Then, if 
there is an inflation problem, by all means raise taxes and take the 
other necessary measures to curtail inflation. 

Mr. Ratrcurorp. I think my position would be this: 

_ As I stated, we now have a very eng ate underway. I be- 
lieve that the recovery will go ahead without additional stimulation 
from Government expenditures to give us something like the levels 
that have been forecast, although I recognize the possibility of unfore- 
seen developments. 
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If that is true, I would think that a substantial increase in Federal 
expenditures, say on the order of $5 billion, if that were not counter 
acted by additional taxes, would bring us rather quickly a serious in- 
flationary threat. 

Mr. Samuetson. I would like to direct my remarks to the precise 
question asked. I don’t feel happy in giving my answer, but I am 
just calling my shots as I see them. 

I think that we are in a fairly vigorous expansion. It probably 
by itself would not within a year or so produce unemployment to the 
low levels that I would hope would be our long-term goals. I think 
if, on top of this, one were to add a militant government expansionary 
program, to wipe out the unemployment faster than it is going to be 
wiped out, some risk would be run that the principal indexes of 
prices—this is the way I would measure inflation, not as a danger 
in some expert’s mind but as something that is recorded in the price 
indexes—that you do run a risk of adding to the upward price march. 

Mr. Srern. I think that we will probably have the 6 to 8 percent 
increase in total production that Congressman Bolling talked about 
without further stimulus from the Federal Government. I am bem 
about change from the fourth quarter of 1958 to the fourth quarter o 
1959, Six percent increase would bring the a national produet 
in the fourth quarter of 1959 up to about $485 billion. Eight percent 
would be, say, $495. I think that without further stimulus we will be 
in that range. 

I would say further that I am not a worshiper at the altar of growth. 
It does not seem to me to be one of our great problems, whether the 
gross national product of this country in 1980 is $1,000 billion or $1,200 
billion. I think we have many more serious problems than that, and I 
would rate inflation among them. 

I think that further stimulus from the Federal Government would 
not create the problem of inflation, because I think the problem exists. 
I think it would certainly intensify it. 

With respect to Dr. Samuelson’s remark about what is in my mind, 
of course what is in my mind is the thought that further movement 
of these price indexes, to which I would also look, would solidify in 
this country the tendency toward an autonomous inflationary march 
toward a pattern of expectation of annual wage increases, in excess 0 
productivity gains, on the part of both organized and unorganized 
workers, and toward the expectation on the part of business that the 
- can also without penalty raise prices. Then we will have a situation, 
fear, in which we cannot retreat and cannot put on the brakes by mone- 
tary and fiscal means. . 

o, I would like to put on the brakes now before we create this sit- 
uation or make it even stronger than I fear it may be. 

The Cuamman. Congressman Kilburn. 

Representative Kirsurn. I was interested when Professor Heller, 
I think, and maybe one or two others made a statement, as I under- 
stood it, that we should spend more for national defense. Of course, 
I always considered that we want an absolutely perfect national de- 
fense in any eventuality, surprise attack or anything else. But it 
does seem to me that national defense is something like trying to cure 
cancer. You can’t do it just by appropriating money. It has got to 
be set up in the right way. And under our Constitaeton the 1- 
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dent, as the Commander in Chief, and his staff probably get more in- 
formation than anyone else, and are the best judges of just how we 
set up our national defense. 

I would presume, sir, that you would agree that if we did have a 
perfect national defense against any eventuality, you wouldn’t want 
to spend any more money than that. I think we would all agree on 
that. 

The question that I would like to ask is this: 

Do you believe that the President and the Joint Chiefs of Staff and 
all the people interested in defense who know—presumably have got 
more information than anyone else in this country—are the proper 
ones to judge whether or not we have got an adequate national defense? 

Mr. Fetitner. Mr. Chairman, in my testimony I said that obviously 
people who are inexpert in judging military affairs should not develo 
very categoric views about a problem of this sort. But I think 
should say, in all frankness, that the testimonies that were published, 
testimonies given before the Armed Services Committee of the Sen- 
ate, did raise question marks in my mind, and I think in the minds 
of most readers, with respect to the question of whether we are’ really 
spending on defense all we should. 

Representative Kizpurn. Of course, I don’t think there is any ques- 
tion but that there are differences of opinion. I agree to that.. And 
everybody is entitled to an opinion, naturally. But I do feel that the 
responsibility in the Constitution being where it’ is, and due to the 
fact that they have more information probably than I expect any 
of these people who testified have, I would be inclined to go along 
with their judgment on the matter. 

Mr. Fettner. But by the people who have testified I mean partly 
the Joint Chiefs themselves, who really added a number of qualifica- 
tions to the statement that we are adequately equipped, and rather 
important qualifications, 'I felt just as a reader of the newspapers. 

Representative Kitpurn. Does someone else want to comment? 


Mr. Hetier. Just one comment. Those who do not: have a personal 
or organizational stake in defending the adequacy of our present de- 
fense policy and yet have taken a rs close look at it ,like the Gaither 

li 


group, like the Rockefeller report, like General Gavin, seem:to take a 
very different point of view than that which we are given by the 
President and sometimes by the Joint Chiefs. This is, needless to 
say, what causes apprehension about our position in military prepared- 
ness, pro 3 in the space race and so forth, and which leads one to 
say that. budgetary considerations and misplaced fears of breakdown 
in the economy should not be permitted to deny this country the De- 
_fense Establishment it needs in this critical situation. Similarly, we 
should not permit an artifical barrier like the Federal debt’ limit to 
force unwise cutbacks or place an arbitrary ceiling on defense outlays, 
as it is acknowledged to have done in 1957. 
_ (Mr, Heller supplied additional material on the debt.limit) and its 
impact, see p. 230). 
presentative Kirsurn. Just on that one little point: 
Of course, with the expense involved in national defense. now, the 
astronomical cost of different weapons that we have a breakdown in 
our economy would ruin our defense, it seems to me, 
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Mr. Hetier. Yes, but I think that the consensus here is that no 
breakdown is in sight even with heavier demands for military ex: 
penditures. : 

Mr. Samuertson. I think there is one aspect of this matter that a 
political economist can with some authority speak to. Clemenceay 
said that war was too important to leave to generals. I will not bri 
up that remark, but I think that political economy is too important 
to leave to nonpolitical economists. 

The Cuamman. Do you mean it is too important to leave to econo- 
mists ? 

Mr. Samuetson. No. Political economy is too important to leave 
to nonpolitical economists. 

Representative Kizsurn. That is just the reverse of that. 

Mr. Samuetson. Yes. I am ee ie on the remark. If the 
President said, “Without regard to the burden which will be put upon 
the economy, I have contemplated the defense expenditure and have 
set it at this prudent magnitude, period,” political economists and a 
mere amateur would have little to say. But that is not the way the 
President has spoken in the last years, or the Secretary of the 
ury, or the Bureau of the Budget. They have spoken in terms of 
what the economy can afford, of a nice check and balance between the 
tani of defense and the harm done to the economy. 

think it is to that aspect of the problem that all of us here have 
directed our remarks, and we all have been very critical. We do not 
find a crisis beyond which one pfennig of expenditure will send us 
into disaster. On the contrary, if the generals tell us that they can 
use more in this all-important race, we say that the economy can take 
it, and you gentlemen will have to pass the legislation which will 
accommodate that extra burden without undue inflation and disor- 
ganization, with our advice as to how to do it. 

Representative Kizsurn. Perhaps we had better put some political 
economists on the general staff. 

Representative Curtis. It would be a good idea. 

Representative Kizrsurn. That is all, Mr. Chairman. 

The Cuatrman. Mr. Widnall. 

Representative Wmnatn. Don’t you feel, in view of the fact that we 
eae have an unbalanced budget already, that if there is to be 

rther deficit spending priorities ought to be developed as to that 
spending? For imstance, the emphasis right now has been on in- 

creased spending on the national defense. If we take that as the first 
item of expenditure, where do you think the other priorities lie, for 
consideration by’ the Congress, because we cannot go overboard in 
every direction at once? That is a difficult question. _We have to 
solve this ourselves when we are voting on these measures. 
en Haan, Do you want an expression of our prejudices in that 
matter ? 

The Carman. I think I may say we are waiting with great anx- 
iety for your replies because this is the essence of the decisions we have 
got to make in the coming months. We tried to get some information 
on this yesterday, and got no advice. So Iam very glad Mr. Widnall 
has raised this point. 

Mr. Hetzer. At the risk of seeming like & party at interest, I should 
say the second priority should go to an investment in education and 
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research, assuming that foreign aid is considered part of the overall 
national security expenditure, which is given first priority. 

Again following Mr. Kilburn’s line, the line of his original question, 
I would say a great deal can be done in the field of education, to 
improve the efficiency of the current expenditures, just as in the mili- 
tary side of it, but that fundamentally and in the last analysis the 
problem does come down to adequate financing. 

It is high time for us to think not only in the traditional sense of 
education, as an end in itself, as we must do, in terms of human fulfill- 
ment, but in terms of the tremendous gains to be reaped in expanding 
brain capacity side by side with plant capacity. 

As far as the Federal Government is concerned, it is high time for 
the Federal Government to recognize its direct responsibility more 
adequately in achieving its economic growth and national defense 
objectives by investing in education through Federal aid. 

Next to that, I would urge a much more effective program to meet 
the problems of the metropolitan areas, the slum clearance problem, 
the tremendous urban transit problem. In our State legislatures, the 
rural areas are overrepresented. I don’t know how we are going to 
solve the problem of the rotten core of the cities without additional 
Federal aid. I know that the people in the field of urban transit, 
including the people in the private industry end of this, are now 
pressing Congress to provide some additional funds along these lines: 

I might say that this same argument argues very strongly against 
prensing Federal functions back onto the States when they already are 

ring a good deal more pressure than the Federal Government in 
civilian expenses. If you would look at the States you will see that 


State and local spending has risen by 50 percent in the last 4 or 5 fiscal 
years as against a rise of about one-third to one-fourth as much in 
Federal spending. 
So I would put some consideration for State-local problems very 
gu on the priority list if this Federal — were to be —— 
eal of that spendi 


hi 
resentative Wipnati. Hasn’t a great 
the State and local level been in the cause of education ? 

Mr. Heturr. Yes, it has. Thirty-six percent of State and local 
spending is in the educational field. And there has been a great in- 
crease in such spending, but not nearly enough in terms of what the 
Nation has to gain from educational investment. 

Representative WipnaLy. Where do you place housing in the cate- 
gory of riorities ? 

’ . I wonder whether I shouldn’t give someone else a 
chance. I don’t want to duck this, but I don’t want to monopolize 
this question either. 

Mr, Stern. I am afraid we are not helping Mr. Widnall because I 
understood his problem was where not to expand rather than where 
to expand. We can all give him a lot of places to expand. 

In establishing an order of priorities I’ would put the national 
defense first, foreign economic assistance second, and then I would 
have nothing, nothing, nothing, and then begin to come down to 
other things which seem to me much less important. 

It seems to me we could perhaps be most helpful by starting at the 
other end and saying what is at the bottom of the priority list. 
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I would personally hope that we could do something about our 
enormous expenditure for agricultural support. I was very much 
impressed by the message the President sent up yesterday, and was 
impressed with this problem earlier. It seems to me it is the one 
largest chunk in which some reduction can be made. I feel that with 
any reasonable program, to make the reduction is going to take a long 
time, but unless we start this transition we will never get there. 

Mr. Fetiner. I would like to say that this, of course, is a matter of 
value judgments, and people have different lists of priorities. Butif] 
may express my own feeling about this, then I would not raise taxes 
in order to raise these nondefense expenditures at a more rapid rate 
than they are raising—Federal expenditures I mean. After all, if 
they will rise gradually more or less in proportion to general growth 
rates then the rising needs of this sort can be satisfied to a reasonable 
extent without raising tax rates. So I would not consider raising 
tax rates in order to raise these Federal nondefense expenditures at a 
more rapid rate. 

But with defense I would certainly make an exception. And the 
situation is quite different for defense expenditures also, because they 
have been kept constant over the past few years, in real terms, in spite 
of a gradual rise in the GNP, while the other expenditures have been 
rising; as a matter of fact, rising at a somewhat more rapid rate than 
the GNP. 

Mr. Muserave. I would pretty much accept Dr. Stein’s list of pri- 
orities, certainly begin with national defense and foreign economic 
aid, which, of course, is part of the same general complex of prob- 
lems. I would then add education; quite strongly, yet with a certain 
“but” attached to it, namely, if the Federal Government aids educa- 
tion as it should, let it not be biased by the belief that spending on 
buildings is investment and spending on teachers is current outlays. 
I would rate spending on school buildings down with housing, and 
spending on investment in human resources in education right after 
foreign economic aid. 

My second “but”, with regard to education, is that I see the Fed- 
eral function in education to be primarily a redistribution from rich 
to poor areas in this country, rather than a general support of edu- 
cation. At the State level, it is very much more difficult for the poor 
States to do the minimum job in education which needs to be done. 

Not everybody is going to gain by Federal aid to education. I 
' think it has to be a transfer from the wealthy to the poor areas. 

The areas where savi might be made are, as has been men- 
tioned—agriculture and, I would also say, highway expenditures. 
This is another instance where the opportunity for some special budg- 
etary arrangement, which seems to take care of things, gets us off 
into a big expenditure program which has much lower priority, in 
terms of national needs than other things for which you cannot. raise 
the revenue. I would quite gladly do away with the highway pro- 
gram and the highway fund and use those tad to cient on human 
resources in education. 

‘Representative WipnaL. I believe my time is up. Thank you. 

The Carman. We have 5 minutes more before 12 o'clock. I 
would suggest that if Mr. Bolling and Mr. Curtis wish to make any 
statements, they divide the time equally between them. Or, if you 
wish to, ask any questions which can be answered in 21%4 minutes. 
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Mr. Bourne. This could go on for an hour or could take 2 minutes, 
put I would like to get very quick comments from the panel on the 
President’s recommendations for promoting economic growth. They 
appear on page 67 and following. 

he CuarrMan. I will be accused by my a colleagues of 
injecting a note of humor into the proceedings, but I would like to ask 
how significant you regard this recommendation for economic growth 
on page 68, Subitem I, “enact a long-range program to conserve 
helium gas.” 

Representative Curtis. It is a pretty important program. It really 
is. 
The Cuarrman. Go ahead. 

Representative Boturne. Aside from item H, how much growth 
does the panel think that this program will induce? 

Mr. Stem. I would say it is very little, although I think they are 
good recommendations. I don’t think they et make the differ- 
ence between 3 percent and 3.05 percent rate of growth. But I think 
that is also true, I must hasten to add, about almost all other sug- 
gestions I have heard about promoting economic growth in the 
United States. That is, I think we have never faced up to what is 
involved in raising a 3 percent growth rate to 4 percent. This is an 
increase of one-third; it is an increase of one-half, say, in the output 

er worker, and it seems to me just offhand this involves something 
ike an increase of one-half in the rate of physical investment in re- 
search, in education, et cetera, and this gets you up into tremendous 
amounts of money, like $50 to,$60 billion a year. This is one of the 
reasons why I am not one of the new 5-percenters who think that 
there is some easy route to getting what has for a long time been 3 
percent up to 5 percent. 

The Cuamman. Mr. Curtis, do you want to speak ? 

Representative Curtis. No. I think there are others who would 
like to comment. 

Representative Botiine. Will you yield your 214 minutes. 

Representative Curtis. Sure I will yield my 2% minutes. 

Representative Bortirne. Are there any ye comments? Do I 
get a ghastly silence from the other five ? 

Mr. Hetuer. I will only repeat what I said earlier. If we are 
looking toward longer-run growth, a larger investment in the human 
resources of which Dr. Musgrave spoke, in the form of expanded 
basic research, in the form of improved education and so forth—— 

Representative Botiine. I gather by what you are saying you don’t 
find that in the President’s report. 

Mr. Heturr. No, I don’t find those here at all. 

There is some talk about doubling or tripling the appropriation 
for the National Science Foundation, but seh you are doubling or 
yeh $20 million or whatever it is, it amounts to very little in- 

ee 


So I think that totally inadequate provision is made for this aspect 
of long-term growth and, particularly, long-term growth that can 
lead to a great increase in human well-being itself. 

Mr. Fetiner. I will say this quite briefly. I think that the reason 
why growth rates were unsatisfactory over the last few years has a 
lot to do with the fact that an acute inflation problem developed, and 
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that the authorities were fighting this inflation problem, and if we 
now could come out of this recession with this appreciable expansion 
rate and then aim at the level of activity at which such inflationary 
pressures won’t be renewed, then I see no reason why we should not 
up to the growth rates that we observed prior to, I would say, 19 
So we will have, I think, a substantial expansion rate in the next year, 
an expansion rate that will correspond perhaps to a a growth 
rate of about 3 percent from 1957 to 1959 in spite of the intervening 
recession. And from there on, if we can avoid ee setbacks 
due to a rather acute inflation problem, then I think growth rates 
will keep up without any further major change. ‘- 

Mr. Muserave. I would only add that there should not be exclusive 
eoncern with the growth rate. The structure of growth which you 
are going to have in the short run has a lot to do with the growth 
which you are going to have in the long run. And, in terms of the 
overall world picture, it is the long-run growth that matters. It is 
not of vital national importance whether tail fins have grown and the 
prices of automobiles have increased accordingly. This takes us 
again back to the problem of investment in human resources, invest- 
ment in the basic capacity of the economy to grow over an extended 
period. There should be more emphasis on the structure of growth 
and less on the growth rate. 

The Cuarrman. Unless anyone else is moved to speak, we will thank 
you gentlemen for coming. 

And the next session of the committee will be on Monday at 10 
o’clock, in room 457, in the Senate Office Building. 

(Mr. Heller subsequently submitte« the following for the record :) 


Wary aA FeEpeERrAL ['est Limit? 


By Walter W. Heller, chairman, department of economics, University of Minne- 
sota, before the 5ist Annual Conference of Taxation of the National Tax 
Association, October 28, 1958 


The position taken in this paper can be briefly put by amending the title to 
read, “Why a Federal Debt Limit, Indeed?” Far from promoting fiseal pru- 
dence and expenditure restraint, as claimed by its protagonists the Federal debt 
limit has in fact eroded the integrity of our Federal budget, interfered with 
efficient expenditure scheduling and effective debt management, endangered our 
defense program, and aggravated the 1957-58 recession. The facts and analysis 
underlying each of these indictments form the core of my paper. 

No attempt will be made here to trace the history of the debt limit, nor to 
identify the half billion dollars of public debt obligations not subject to the 
limit. The testimony of Treasury Secretary Anderson before the Ways and 
Means Committee last January contains a most useful historical survey of, 
and commentary on, the debt limit... An annual summary of the basic data 
and history of the debt limit is contained in the annual reports of the Secretary 
of the Treasury.2 A monthly release summarizing the status of the debt is 
issued by the Treasury Department Fiscal Service. The latest one, for example, 
shows a margin of roughly $12 billion between the outstanding debt on Septem- 
ber 30 of $276.4 billion and the limit of $288 billion (consisting of the perma- 


1Statement by Treasury Secretary Anderson before House Ways and Means Committee 
on H.R..9955 and H.R. 9956, bills to amend the Statutory Debt) Limitation, Jan,.17, 1958, 
U.S. Treasury Release No. A-138., 

2See, for example, the Annual Report of the Secretary of the Treasury on the State of 
the Finances, fiscal, year 1957, U.Ss.Government Printing Office, Washington, 1958, tables 
26 and 27, pp. 482-438. These tables show the fiscal yearend status of the debt under 
the limit andthe history of the debt limit since 1941. .Monthly,summaries are presented 
in the Treasury Bulletin. The pre-1941 history is summarized in the Treasury’s Annual 
report, fiscal year 1940, p. 70. fl 
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nent limit of $283 billion, as amended September 2, 1958, and a temporary 
additional $5 billion, expiring June 30, 1959) .* 


A. EROSION OF BUDGETARY INTEGRITY 


One of the Most serious charges against the debt ceiling is that it has served 
as stimulus and sanction for devious budget practices and proposals. Quite 
apart from the costly defense slowdowns last year, which have been very much 
in the public eye, the ceiling has been a major factor in prompting (1) manipu- 
lations to remove certain spending items from the budget entirely (e.g., in 
1953, $1.2 billion of price support loans), (2) proposals in 1955 for highway 
financing outside the conventional budget and outside the debt limit, and (3) 
substitution in 1957 of costly agency borrowing for cheaper Treasury borrowing. 

Under the impact of the large deficit in fiscal 1953, compounded by the sparse. 
receipts typical of the July-December half of each fiscal year (when only 40 
percent of the year’s receipts typically flow into the Treasury), the pressure of 
the debt limit mounted steadily. By August 1953, Treasury Secretary Hum- 
phrey was moved to say, “The present debt limit severely restricts flexibility and 
will more and more limit our ability to administer the financial affairs of the 
Government.” * Simultaneously, the fiscal authorities found an escape valve 
that has been utilized many times since, namely, requesting Federal agencies to 
finance themselves by direct operations in the money market rather than through 
Treasury borrowings. The Commodity Credit Corporation led the way by sell- 
ing $1.2 billion of certificates of interest to the commercial banks during the 
second half of 1953 against a nationwide pool of price support loans on grain. 
This amount stayed out of the national debt and the nearly $1 billion still out- 
standing on June 30 quietly disappeared from the fiscal 1954 Federal budget.* 

When the rest of the 1953 support loans matured in 1954, bringing much of 
this amount back onto the budget, a roughly equivalent amount was similarly 
financed the following summer. When this phase of off-the-budget financing was 
terminated in fiscal 1955 by retiring about half a billion dollars of certificates 
still outstanding, the Federal National Mortgage Association (FNMA) issued 
an offsetting amount of.notes directly to the public. The collateral in this case 
was not farm crops bot the FNMA mortgage portfolio. In both cases, interest 
costs were substantially higher than on direct Treasury obligations. 

In 1955, a related fiscal maneuver in connection with the Federal highway pro- 
gram never got beyond the proposal stage because of a storm of congressional 
protest. The proposal was that an independent authority be set up to finance 
the program by the issuance of general revenue bonds to be repaid out of the 
growth of Federal revenues from excise taxes on gasoline and lubricating oils.* 
There was bitter objection to thus circumventing the debt limit and hiding the 
expenditures from ordinary budget view. As finally passed, the program pro- 
vided for increased highway user taxes, earmarked for highway purposes and 
channeled through a special trust fund. 

One does not have to go back to 1953 and 1955 for examples of evasive action 
and financial brinkmanship under the debt ceiling. The Treasury’s greatest 
hour of jeopardy to date under the ceiling was in 1957. No halfback threading 
his way precariously down the sidelines ever executed more nimble maneuvers 
than the Federal fiscal authorities did to keep from going out of bounds during 


8Treasury Department Fiscal Service, “Statutory Debt Limitation as of Sept. 30, 1958,” 
release No. A-341, ee, Oct. 9, 1958. e two controlling laws at the present 


time are the act of Sept. 2, 1958; U.S.C., title 31, sec. 757b, and the act of Feb. 26, 1958 ; 
Public Law 85-336, 85th Cong. 

«Treasury Department release, Aug. 3, 1953 (H-211). 

5 The Treasury noted that this finan maneuver “increased the participation by banks 
in the crop loan. arerae and gave temporary assistance to the Treasury in staying below 
the statutory debt limitation.” U.S. Treasury annual report, fiscal year 1954. Pressure 
on the budget and the public debt was also diminished by “the Federal National Mo ge 
Association's accelerated program of mortgage sales an repayment of advances by local 
housing authorities to the Public Housing Administration.” Ibid. For a more detailed 
explanation of the maneuvers to minimize the budget totals in 1953-54, see Frederick C. 
Dirks, ‘Recent Pro s in the Federal Budget,” National Tax Journal, June 1954, 
vol. VII, No. 2, pp. 141-154. 

® House of Representatives, Committee on Public Magie “Hearings on National Highway 
Program,” 1955, p. 130, For the detailed proposals and the criticisms directed at them, 
see these hearings as well as the corresponding hearings before the Senate subcommittee 
of the Committee on Public Works, also in 1955. 
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the past fiscal year.’ In order to help keep the debt under the limit in 1957-58; 
various agencies, particularly the Federal National Mortgage Association, bor- 
rowed funds from the public to permit repayment to the Treasury of sums which 
had been advanced to them. About $1.5 billion of such repayments were made 
by the Federal National Mortgage Association from February 1957 to March 
1958. Coupled with these moves were slowdowns of defense programs and pay- 
ments (to be examined in section C) and monetization of some of the Treasury’s 
gold. 

The debt limit, then, has served as an ethical shield behind which assaults 
have been made on the fidelity of our Federal budget. I put it this way because 
some of the manipulative practices described above were attractive in serving 
quite a different purpose; namely, to make the budget look smaller than it 
really was—sort of an incredible shrinking budget—but they might not have 
been dared without the protective casuistry of the debt ceiling. 


B. SELF-DEFEATING EXPENDITURE CONTROL 


Defenders of the statutory debt limit usually cite its salutary effect in curbing 
Federal spending. For example, in the hearings on the debt limit last Janu- 
ary, Senator Harry Byrd asserted, “The only protection Congress and the 
people have against wasteful expenditures is the debt limit.” Prof. Yale 
Brozen, of Chicago, came to its defense in a similar vein during a panel dis- 
cussion before the Joint Economic Committee last February. Prof. Lester 
Chandler of Princeton had proposed “that they should abolish the debt limit or 
raise it so much that this would become ineffective as a ceiling,” a position 
quickly concurred in by Prof. J. Kenneth Galbraith of Harvard, Mr. Ralph J. 
Watkins, director of economic studies of the Brookings Institution, and Prof. 
Roy Blough of Columbia. Mr. Brozen disagreed, stating “I think to some extent 
there has been a salutary effect from the existence of the debt ceiling inasmuch 
as the administration does tend to think a little more seriously about its overall 
spending program.” * 


The expenditure restraint which these statements contemplate typically has 
two facets. One is economizing, i.e., eliminating waste and thereby providing 
a given service with a smaller input of money and resources. The other is 
simply the curbing of growth or forcing of cutbacks in Government spending 
when deficits threaten to push the debt through the legal ceiling. 

On the first score, the record of the debt ceiling is lamentable. It has forced 
Government borrowing into uneconomic, expensive channels. The $802 million 
FNMA notes sold outside the debt limit a year ago are a perfect case in point. 
That they were sold at the Treasury’s request in the context of the painful 
debt squeeze is beyond dispute.“ That they were costly is also beyond question. 
Maturing in only 8 months, the notes carried an interest rate of 4% percent, 
when the Treasury could have borrowed the money directly at 4 percent.” In 








™ The following item from the Wall Street Journal, Sept. 27, 1957, » 1, vividly brings 
out the mood of the time and the measures that were contemplated to meet the debt 
ceiling crisis: “Fiscal chiefs struggle to stay under the debt limit. They seize on new 
tactics. Defense officials postpone every postponable spending item.beyond the critical 
next few months. They confer with major contractors on delaying payments. Less 
urgent operating, maintenance outlays will wait till after January. The Budget Bureau 
holds back funds to keep other agencies from expanding employment as much as Congress 
allowed, at least for now. Other weapons are in reserve. Farm officials consider selling 
private banks certificates representing shares in a pool of price-support loans; the cash 
would ease the current squeeze. The Federal National Mortgage Association can sell 
more securities privately, pay off some debt owed the Treasury. Money men talk of 
last-ditch moves if the scrape with the debt ceiling gets desperate. Defense officials say 
they could stop paying all bills until January tax receipts roll in.” 

8 The First Boston Corp., “Securities of the U.S. Government, 18th ed., 1958, Boston,” 
pp. 40-41. This publication also summarizes the history of debt limit legislation from 
1917 res aa charts the relationship between the debt and the legal limit for the fiscal 
years i 

® Monetization is effected by converting the free gold in the Treasury’s general fund into 
gold certificates for deposit in Treasury balances in the Federal Reserve banks. By this 
method, $500 million of gold was monetized in November 1953, and another $100 million 
in February 1958. The process is described in detail in the Treasury’s annual report, 
fiseal year 1954, p. 26. 

%® Joint Economic Committee, U.S. Congress, “Hearings, January 1958 Economic Report 
of the President,” U.S. Government Face och Office, Washington, 1958, PP, 490-491. 
one = example, the Business Week article, “Treasury’s Eye Is On Ceiling,” Nov..2, 

>D 


as Outstanding Treasury notes maturing in June were yielding 3% percent at the end of 
October 1957. Assuming that the Treasury would sweeten the yield a bit to gain market 
acceptance of a new issue, one arrives at a Treasury interest rate of 4 percent. 
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other words, a loss of $4,667,000 can be laid directly at the debt limit’s door 
on account of this single evasive action.” 

One cannot so readily put a price tag on the much greater waste attributable to 
the debt limit’s disruptive affect on expenditure management and scheduling of 
particular programs. The force of the debt ceiling can strike swiftly, and to some 
extent, unexpectedly. Consider, for example, that Secretary Anderson’s esti- 
mates last January (later revised) placed the prospective debt as of September 
30, 1958, at $271.3 billion and the required debt limit at $274.3 billion. In fact, 
the debt was $276.4 billion on September 30. Hven when the debt squeeze was 
anticipated in 1957, and advance action was taken to slow down expenditures, 
still further stretchout and pinchpenny economizing measures had to be taken 
when the squeeze turned out to be worse than expected. The resulting on-again, 
off-again scheduling of expenditures is just as wasteful of public moneys as stop- 
and-go driving is of gasoline. 

As an overall curb on the growth of Government, the debt limit is even more 
inept and perverse in its impact. In a boom, when cutbacks might make some 
sense aS an antiinflationary device, bulging revenues nullify any restraining 
effect. Thus, Federal cash expenditures rose from $70.5 billion in fiscal 1955 to 
$80 billion in fiscal 1957 at a time of little or no discomfort under the debt 
ceiling. It is at the onset of recession, as in the fall of 1953 and again in 1957, 
that the debt ceiling tightens its grip. 

Does it then lead to rational choices among alternative programs, to a careful 
weighing of relative returns offered by different possible applications of re- 
sources? Quite the contrary. It seems to be a case of the devil, ie., the debt 
ceiling, taking the hindmost. For example, when the psychological impact of 
the periodic debt limit wrangle hit Congress last July, the $2 billion community 
facilities bill bore part of the brunt, not necessarily because it was deemed a 
poor use of resources but because it happened to be under active consideration 
when the debt limit psychosis took hold.* This is budget pruning by the last-in, 
first-out principle. 

But perhaps it is fruitless to ascribe to the debt ceiling any rigorous discipli- 
nary logic at all. Perhaps it is more realistic to view it as an atavistic or nostal- 
gic substitute for the annually balanced budget in the age-old battle between rules 
and authority, between laws and men, in Government budgeting. In this light, 
the debt limit is seen as a wistful vestige of the fiscal orthodoxy which, for ex- 
ample, led Franklin Roosevelt to drive income and excise tax increases through 
Congress in 1933 at the depths of the great depression in a quixotic attempt to 
carry out his campaign promise of a balanced budget. 

Its kinship with the ill-fated legislative budget procedure (enacted in 1946) 
is even clearer. Under that procedure, Congress tried, unsuccessfully, to impose 
budgetary discipline on itself by requiring the enactment, early each session, of 
an overall ceiling on expenditure appropriations. But in the very first year of 
operation, the sum of the individual appropriations pierced the House ceiling by 
nearly $6 billion and the Senate ceiling by nearly $3 billion. In effect, the pro- 
cedure foundered on our national schizophrenia in budget matters which leads us 
to recoil in dismay from the budget totals, even though they be no more than 
the sum of the parts we have warmly embraced one by one. 

Failing in its attempt to curb its own spending tendencies with the aid of 
one rigid rule or another, the Congress has, ironically,. used the debt ceiling 
to harass and castigate the executive authorities for the deficits which con- 
gressional budgetary enactments: have forced them to incur. In this sense, the 
statutory limit has been an instrument of fiscal hypocrisy. 

If the influence of the debt ceiling were benign, or at least negligible, we 
eould afford to indulge ourselves in this ‘hollow symbol of our budgetary 
schizophrenia. But the facts simply do not permit such tolerance. Last year’s 


we of defense in the very teeth of sputnik is a most telling case in 
point. 


In weperting plans for redeeming the FNMA 8-months notes, the Wall Street Journal 


on June 16, 1958, en that the notes, which had been issued “at the request of the 
sury, when the ‘ral debt was close to the ceiling,” wonld not be replaced with a 
new offering, hereby reflecting “the improved position of the Treasury since the new debt 
celling went into effect.” The higher interest rate was also cited as a factor dictating 
against any refunding of the maturing notes. In other words, with the debt limit strait- 
jacket loosened, the Treasury followed a course directly opposite to the one that had been 

forced on it by the debt ceiling saueeze in 1957 
4 Wall Street Journal, “Treasury Seeks Debt Ceiling Hike to $288 Billion,” Aug. 25, 1958. 
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C. THE NATIONAL DEFENSE CRISIS OF 1957 


The operation of the debt ceiling “as a ruinous and arbitrary determinant of 
Government policies” is nowhere better illustrated than in last year’s actions, 
“In the second half of 1957 the debt ceiling forced the administration to eut 
back programs needed for long-term national security. And the resulting 
slash in defense expenditures was an important contributing cause of the 
recession.” * 

A bill of particulars on the disruption of the defense program was summarized 
as follows a year ago: ‘Here are major Defense Department actions in recent 
months that are related to the campaign to save the debt ceiling: (1) The 
services stretched out production schedules for at least 19 big plane and mis- 
sile projects, (2) overtime for defense contractors was restricted, (3) install- 
ment buying of weapons was banned, (4) a $38 billion spending ceiling for fiscal 
1958 was clamped on, stimulating a new round of program reshuffling. From 
this action came the 5 percent reduction in progress payments; an order to 
contractors to cut payroll costs 5 percent; the Air Force’s limitations on 
monthly payments to contractors, creating new stretchouts a 200,000-man cut in 
the Armed Forces.” * 

Apart from the dangerous 1957 slowdown itself, these actions have had linger- 
ing effects which have undermined the vigor of our response to the Soviet chal- 
lenge. As the Wall Street Journal reported (July 8, 1958), “Because of the 
delayed-action effects of the Wilson economy slashes, spending actually dropped 
in the post-sputnik January-March quarter of this year to $9.4 billion, from 
$9.6 billion in the previous quarter.” Even as late as May and July, 1958, 
defense contractors were expressing such apprehension of a repetition of the 
1957 slowdown of payments and stretchouts in delivery schedules that the 
Secretary of Defense was moved to write a memorandum referring to “needless 
apprehension about a financial crisis.” * 

Thus far, the consequences of the 1957 cutbacks have been no more than dan- 
gerous for our national security. They could have been tragic. 


D. PERVERSE STABILIZATION 





EFFECTS 


We have already noted the perversity of the debt limit in relation to inflation 
and recession. Its discipline on spending: is little felt in the boom, but pinches 
hard in recession. The defense cutbacks to squeeze by under the ceiling are 
believed by many to have helped trigger the 1957-58 recession and increase its 
severity. As Ralph Watkins so forcefully put it: “* * * the crisis of confidence 
which shook American society last fall * * * may well have been precipitated 
by the cutbacks and stretchouts in military procurement starting in the summer. 
They affected a wide range of industry all across the country and, added to 
the impact of evidence of slow payment of bills by Government, could hardly 
fail to influence business confidence adversely. The real culprit, given our de- 
fense needs, may have been the arbitrary debt ceiling * * *.* 

Apart from its direct impact in accelerating the 1957-58 recession, the debt 
ceiling has a more insidious indirect effect in that it condemns deficits without 
regard to economic circumstances. As long as there is substantial unemploy- 
ment and idle plant capacity, deficits should be applauded as the hero of the 
peace, not hissed as the villain. They act as a constructive economic force, 
eushioning the shock of recession and stimulating production during the recovery 
phase. They become destructive only when the response to their expansionary 
impact is no longer rising employment and output, but rising prices, i.e., infla- 
tion. But the debt ceiling condemns all deficits alike, whether expansionary 
or inflationary. 

Undoubtedly, the debt limit played a considerable role in restraining the ad- 
ministration and Congress from taking more resolute action to counter the re- 
cession in 1958. To be sure; it is a matter of open dispute whether the avoidance 


%* Quotations are from a Business Week editorial, “Common Sense in Budgeting,” June 
28, 1958, p. 124: * 


%* Business Week, “Treasury’s Eye Is On Ceiling,” Nov. 2, 1957, p. 47, The varius 
moves are also described in Editorial Research Reports, under the heading, “Fiscal Ma- 
neuvers To Avoid Piercing Debt Ceiling” in its article, “National Debt Limit,” Nov. 27, 
1957. vol. II, P. 879-80. } ’ 

4 As quoted n “Getting the Budget Back in Line,” Business Week, July 12,1958, p. 27. 
See also, “Arms Makers Fear Retrenchment,”’ Business Week, May 31, 1958, pp. 21-32" . 


2 — BHednomie Committee, ‘Hearings on the January'1958 Dconomic Report,” op. cit., 
Pp. ‘ 
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of tax cuts was economically a good or bad thing. It can be argued on one 
hand that we are enjoying a brisk recovery without tax reductions. It can be 
argued on the other that, with them, we might be farther along the path 
toward our full economic potential of $470-475 billion of gross national product 
against a current level approaching $450 billion. But even if the no-cut position 
could be proven correct, the debt limit would, at best, gain the distinction of 
being the wrong reason for reaching the right decision. 


E. RIGIDITY IN DEBT MANAGEMENT AND THINKING 


The debt ceiling also inhibits stabilization policy by denying the Treasury the 
flexibility it needs to make full use of debt management, especially in strength- 
ening our defenses against inflation. This point has been stressed again and 
again by Treasury officials in petitioning Congress for an increase in the statu- 
tory limit. As Secretary Anderson stated in his January testimony, “There is 
need for more flexibility for more efficient and economical management of the 
debt.” He went on to say: “We have been able to discharge our obligation 
within the debt limit * * * only by maintaining cash balances which have been 
distressingly low at times. We have had little or no margin for contingencies, 
We believe that with some flexibility we would have been better able to manage the 
public debt to a better advantage for the public interest.” ” 

With a higher debt ceiling, or in its absence, the Treasury would be able to 
build up a more comfortable cash balance when good opportunities presented 
themselves for marketing long-term debt. Long-term borrowing might be ad- 
vantageous, for example, shortly in advance of a refunding operation. The net 
cash redemption, or “attrition,” during the refunding could readily be handled 
out of the ample cash balance. Given the debt ceiling, however, the Treasury 
might run afoul of too little attrition, ie., the refunded issue would overlap 
the newly issued long-terms, thereby piercing the ceiling. To avoid this con- 
tingency, the Treasury, in the shadow of the debt ceiling, would have to give 
up the opportunity to go into the long-term market and rely on bills instead. 

Such rigidity in the short run is perhaps symptomatic of the patterns of 
thought that inhibit the all-out use of debt management as a stabilizing instru- 
ment. In this pattern, the debt ceiling assumes more the position of a limiting 
strategic factor than that of a basic cause. 

If we are truly confronted with a complex of inflationary forces in the longer 
run, it is high time that we removed such shackles as the debt limit and per- 
mitted the Treasury, for example, to compete aggressively for long-term funds 
at the height of the boom and, if necessary, stockpile the proceeds in the Treasury 
cash balance. We need to reexamine the near axiom that the Treasury cannot 
borrow long in a boom because it would impinge unduly on sources of investment 
funds needed for private capital construction and State-local public works. 
Perhaps such borrowing, combined with stockpiling of the cash or retirement 
of bonds owned by the Federal Reserve banks, has advantages over traditional 
Federal Reserve measures to restrict the availability and raise the cost of credit. 
More freedom in shifting from one type of debt to another also merits further 
exploration. To clear the way for moving from a largely passive to an aggres- 
sively active debt-management policy would involve many things. One of them 
would be to abolish the debt limit. 


F. MEASURING DEBT BURDEN 


This brief digression on unleashed debt management raises doubts that our 
statutory debt limit—insofar as it may be anything more than an.empty ges- 
ture—is even cast in meaningful terms. As it stands, the debt limit perpetuates 
the myth that the overall dollar figure somehow represents the burden of the debt. 
But this figure bears little relationship to our fiscal capacity or to the burden- 
someness of the debt. 

Merely subtracting the debt held by government agencies gives us a more 
meaningful figure for most purposes. As part I of the accompanying table 
shows, the $270 billion of debt subject to the ceiling in mid-1957 shrinks to $215 
billion if we exclude the holdings of government agencies and accounts and $192 
aa if we eliminate the Federal Reserve holdings to arrive at privately held 


Statement to the House Ways and Means Committee, Jan. 17, 1958, op. cit., pp. 1, 2. 
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To infuse greater significance into the debt figure, even if still in a rather 
passive sense, we need to relate it to some magnitude that measures or reflects 
our ability to carry the debt burden. Part II of the accompanying table shows 
that, as a proportion of annual national income, the Federal debt was cut in 
half, or more, between 1946 and 1957. Or relating the interest.on the debt to 
national income, the burden has fallen by one-third.” 


The size of the Federal debt and interest, 1946-57 (a comparison of various 








measures ) 
PT. I. DOLLAR AMOUNTS OF DEBT, CASH BALANCE, AND. INTEREST 
[In billions of dollars] 
Total debt Annual 
Total out- less.debt - Privately Treasury j|.-. interest : 
Fiscal year ! standimg held by held debt * } cash,balance |. charge on - 
debt Government total publie 
accounts 2 debt 
Pe i ee 270. 5 214.9 91.9 5.6 7.3 
ih osetia Font ences ota 272.8 219.3 195. 5 6.0 7.0 
CP os iced hnbcenge sek oleae otanoecnanaeete 274.4 223.9 6.2 64 
ols och dsiceae- aeussecede 271.3 221.9 196. 9 6.8 6.3 
aS ee ae 259. 1 214.8 191.9 7.0 6.0 
I Scene ce at sare ee eel eot 257. 4 219.5 201.2 5.5 5.6 
WeOR 2h Bo eics en ivicciicd. 252. 5 216.5 195. 1 4.9 5.5 
| Ce ae a ee eae ne 269. 4 240.3 216.5 4.2 5.4 
PT. Il. RATIO OF DEBT AND INTEREST TO NATIONAL INCOME* 
Total debt less 
Total debt as debt held by Privately held Interest on 
Fiscal year percent of debt as percent public debt as 
national income of national percent of 
income national income 
ee te ee Se 74 53 2.00 
POMBO sie sh hae ati lS 78 56 1.99 
hs a giana eth sho tieecaosmhde 83 61 1 
aa an 90 65 2.09 
eee oe ar ee 66 2.05 
ORs ae esa ik 106 83 2.31 
RRR CARES RE FE 113 87 2.44 
Rn ee eee ae, 149 120 2. 96 








1 All debt and cash balance figures are shown as of June 30, the end of the fiscal year. 
2 “Government accounts’”’ includes Government agencies and trust accounts. 
3 Excludes debt held by Federal Reserve banks as well as debt held by government accounts 


‘ 4 These percentages relate June 30 debt totals and fiscal year interest charges to the calendar year national 
nceome, ; i 


Source: U.S. Treasury, Annual Report, fiscal year 1957, Washington, D.C., 1958. National income 


fanree Sears pt. Il were taken from U.S, Department of Commerce, ‘‘Survey of Current Business,” 
y . 


Quite apart from these quantitive measurements, the real burden of the debt 
in. a functional sense consists: of its complication of inflation control, the pos- 
sible unsettling effects of public debt transactions on the money markets, and 
the disincentive effects that may be involved in transferring funds from tax- 
payers to bondholders. Only a dynamic and continuous analysis of the debt, its 
composition, and its relation to economic conditions will serve as a basis for 
appraising its burden in this sense. Any single magnitude merely diverts at- 
tention from the intrinsic debt problem. 





2 Another approach to measuring the deadweight burden of the debt is suggested by 
James Buchanan in his new book, “Public Principles of Public Debt” (Richar . Irwin 
Homewood, 1958, pp. 206-210). First, he would adjust the maturity value of the debt 
downward for increases in the interest rate since issuance, a process which would have 
shaved $15 billion off the size of the debt in mid-1957. Next, he would capitalize the value 
of the stream of interest apenas on the debt in accordance with the pure rate of yield 
on capital investment at the margin of use. This brings the sum of the debt down to $185 
billion, a “pure” measure of the national debt in the sense that the net yield from $185 
—. of earning assets in the private economy is obligated to the service of the national 
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G. CONCLUSION 


Trying to infuse into the debt ceiling as now stated any rationality as an indi- 
eator of debt burden probably goes far beyond its central purpose: to curb. Fed- 
eral spending. This paper has shown that it not only fails to accomplish this 
purpose, except in occasional episodes of arbitrary and capricious cutbacks, but 
that it involves heavy costs which are out of all proportion to any value it 
might have as a nostalgic symbol of passive and puerile government. 

In the name of budgetary integrity, financial prudence, adequately financed 
national security, and aggressive policies to combat inflation and counterreces- 
sion—in other words, in the name of everything that is fiscally holy and whole- 
some—our anachronistic Federal debt limit should be abolished. 


(The following was subsequently received for the record :) 


COMMUNICATIONS WORKERS OF AMERICA, 


Washington, D.C., February 13,1959. 
Hon. Paut Dovuetas, 


Chairman, Joint Economic Committee of Congress, 
U.S. Senate, Washington, D.C. 


My Dear SENATOR Dovetas: CWA wishes to add its voice to the many others 
pointing to the need for immediate action on this country’s economic frontiers. 
We would like the attached statement filed with your committee and made part 
of its official record. 

The only bright spot in the present dismal economic scene is the fact that a 
man of your capacity and devotion is chairman of the tremendously important 
Joint Economic Committee. 


Sincerely yours, 
J. A. BEIRNE, President. 


STATEMENT ON BEHALF OF THE COMMUNICATIONS WORKERS OF AMERICA BY J. A. 
BEIRNE TO JOINT ECONOMIC COMMITTEE OF CONGRESS 


On January 31, 1959, President Eisenhower appointed Vice President Richard 
M. Nixon chairman of a cabinet committee to explore and expose the problems of 
inflation. This committee’s name is Cabinet Committee on Price Stability for 
Economic Growth. In addition to Vice President Nixon, Committee members are 
the Secretaries of the Treasury, Agriculture, Commerce, Labor and the Chairman 
of the President’s Council of Economic Advisers. 

It will be the Committee’s duties to keep abreast of governmental and private 
activities affecting costs, prices and economic growth. In addition, it will initiate 
or have initiated by Government or private groups, studies of price stability in 
relation to economic growth and seek ways to increase American productivity and 
build a better public understanding of the need for price stability and how it can 
be achieved. 

CWA regards establishment of this Committee by President Eisenhower as 
still another misguided substitute for action. It is our view that this is a Madi- 
son Avenue public relations response to this country’s serious economic problems. 
There are already in existence many governmental and private research groups 
which have been studying these very same questions for many years. The 
U.S. Congress’ Joint Committee on the Economic Report has been holding lengthy 
hearings on these same basic issues. In addition, the President’s Council of 
Economic Advisers has been involved in the preparation and analysis of economic 
reports relating directly to these issues. 

What is needed from the President is a statement of this Nation’s economic 
goals and specific recommended actions to accomplish these goals. This is the 
primary responsibility of the President and his Cabinet. 

The administration must restore full production and economic growth. 

We must work out a list of national priorities in terms of our increasing respon- 
sibility in the world and our growing needs at home. This means putting first 
things first. 
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Many groups, including the AFL-CIO, have outlined in great detail before 
this Committee and others the need for immediate action in the field of national 
defense, higher consumer purchasing power and a reasonably stable price level, 
higher Federal minimum wage levels and extended coverage, better unemploy- 
ment insurance, a more realistic Federal monetary policy, Government aid pro- 
grams to depressed areas and other immediate and direct economic actions. 
Still another study group and White House slogans will not change the economic 
direction of this country. 

The CWA views the President’s Committee on Price Stability as a political 
ruse to give still another public platform to groups that will try to explain away 
unwarranted price increases and the continuing high levels of unemployment 
and economic stagnation. 

We recommend to all organizations that this Committee is not an appropriate 
group with which to be working in our search for solutions to our economic 
problems. 


(Whereupon, at 12:05 p.m., the committee recessed, to reconvene 
at 10 a.m., Monday, February 2, 1959.) 
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MONDAY, FEBRUARY 2, 1959 


Coneress OF THE UNITED Sratszs, 
Joint Economic ComMiTrer, 
Washington, D.C. 

The committee met at 10 a.m., pursuant to recess, in room 457, Old 
Senate Office Building, Hon. Paul H. Douglas (chairman) presiding. 

Present: Senator Douglas (presiding); Representatives Bolling, 
Reuss, Curtis, and Kilburn. 

Also present: Roderick H. Riley, executive director; John W. Leh- 
man, clerk. 

The Cuarrman. Gentlemen, we appreciate your coming this morn- 
ing. In a sense you talk not only to us but to each other and to the 
country. We do realize the inconvenience to which you have placed 
yourselves in preparing the papers and taking time out to come to 
advise us. 

Weare going to —— in alphabetical order. 

Mr. Barrett, we know that you have been ill and do not have a paper. 
We are therefore especially pleased that you should take the trouble 
to come, under such personal inconvenience, and if you would talk just 
informally on this matter we would appreciate it very much. 

In the interest of time we are limiting ourselves to 7 minutes apiece. 
The acoustics here are rather poor. I am not certain that you even 
have any microphones. If you will try to speak in something more 


than a conversational tone, we will appreciate it. Thank you very 
much. - 


STATEMENT OF HAROLD J. BARRETT, DEVELOPMENT DEPART- 
MENT, E. I. DU PONT DE NEMOURS & CO. 


Mr. Barrett. I would like to comment with respect to item 3 in 
the agenda, the importance of research and development as a factor 
affecting economic growth. 

With respéct to this item, I would like to cite a report. entitled 
“Research, A National Resource.” 

The first part of this report submitted by the National Resources 
Planning Board in 1938 dealt with the relation of the Federal Govern- 
ment to research. 

The second part submitted in Aged 1941 was entitled, “Industrial 
Research,” 370 pages devoted to that subject. 

A great deal has been written on this subject since 1941 but this 
report summarizes the importance of research to our national economy 
as well as any that has tae written. ns 
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I would like to quote one paragraph from the section written b 
Dr. Stine on fundamental research. This paragraph is entitled 
“Fundamental Research and Foreign Affairs.” It may seem strange 
to be quoting 1940 references in scientific affairs, but I think it js 
important because it shows the status at the beginning of the last 
World War as compared to the status at this time. 

Dr. Stine writes this way: 


In the light of world politics as this is written, the importance of maintaining 
and expanding research activities in America becomes particularly clear. Our 
ability as a Nation to hold and develop foreign trade and to provide adequate 


defenses will depend in no small degree upon our research activities, including 
those of the most fundamental character. 


Twenty-five years ago Germany was supreme in dyes, pharmaceuticals, and 
nitrogen fixation, simply because they had built efficient industries upon a broad 
base of fundamental research that dated back 10, 15, and 25 years. No imagina- 


tion is required to appreciate what this supremacy meant in her world commerce 
and her preparedness for war. 


Fortunately, our woeful state of chemical insufficiency in 1914 is one lesson 
America took to heart. And, if we are to survive as a democracy in a world seeth- 


ing with predatory powers, then our defenses must be made secure, literally down 
to the last atom. 


Whether or not we relish the idea, our leadership in science must not be 
relinquished if we are to be invincible in the arts of war as well as in the broad 
but none the less vital struggles of world commerce. 


That is the end of the quotation. 


I think that paragraph certainly applies today just as importantly 
as it did in 1940. 

Another article I would like to cite is entitled “Scientific. Research 
and the National Security,” written by Dr. Alan T. Waterman, Direc- 
tor of the National Science Foundation, J. Carlton Ward, president of 
Vitro Corp., and Mervin J. Kelly, president of Bell Telephone Labora- 
tories, one of the leading research organizations in fundamental 
chemistry. 

This is written in three sections, one, “The Role of Government in 
Basic Research”; two, “Scientific Research and the National Eco- 
nomic Potential”; and three, “The Contribution of Industrial Re- 
search to National Security.” 

I do not know of an article that summarizes this subject better than 
this article, and I think copies should be distributed to the committee. 
The CuarmrMan. Will you have that done, Mr. Barrett? 

Mr. Barrett. Yes, I will have that done. 

(The material referred to follows:) 


[The Scientific Monthly, April 1954] 

ScrenTrric RESEARCH AND NATIONAL SEcuRITY? 
Alan T. Waterman, J. Carlton Ward, Jr., and Mervin J. Kelly? 
I. THE ROLE OF GOVERNMENT IN BASIC RESEARCH 


The National Science Foundation published, during the year 1953, a study 
of the distribution of funds for Federal support of research under the title “Fed- 
eral Funds for Science.” This study indicates that in 1953 an estimated $3.5 
billion or more was spent in this country on scientific research and develop- 
ment. The Federal Government paid for a little over 60 percent, industry about 
35 percent, and nonprofit institutions about 3 percent. Federal expenditures in 


1 Based on papers presented at the joint symposium of the National Academy of Eco- 
nomics and Political Science: Sections K and M, AAAS; and the National Social Science 
Leger’ ar ae - Gamma Mu at the 120th annual meeting of the AAAS, Boston, Mass., 


2 Alan T. Waterman served with the Office of Scientific Research and Development during 
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support of research and development for the fiscal year ending June 1953 
totaled about $2.2 billion—an increase of $0.4 billion over the $1.8 billion ex- 
pended in the fiscal year 1952. These estimates cover the costs of all research 
and development activities paid for by the Federal Government. They include 
not only work done by the Government but also work sponsored by it outside its 
own laboratories. It should not be concluded from these figures, however, that 
the Government program for research and development is increasing. As a 
matter of fact, the Federal budget for research and development is now decreas- 
ing, and the decrease will be reflected later in annual expenditures. 

More than 20 Federal agencies, approximately half of the total number, admin- 
ister programs in research and development. Seven agencies, however, adminis- 
ter 99 percent of the total funds. The Department of Defense, with about 
three-fourths of the total, administers the largest portion ; followed by the Atomic 
Energy Commission; the National Advisory Committee for Aeronautics; the 
Department of Health, Education, and Welfare; the Department of Agriculture; 
the Department of the Interior; and the Department of Commerce. Approxi- 
mately 94 cents of the Federal Government’s research and development dollar 
goes for work of an applied research and development nature; the remaining 6 
cents is for basic research. 

How is basic research defined? To the academic mind, the expression pre- 
sumably has a common meaning: typical academic research in the basic sciences. 
To representatives of industry and of government, however, the term “basic 
research” may have other connotations or shades of meaning. The explanation 
of basic research given by Dr. Bush in “Science the Endless Frontier” covers so 
many aspects of the entire question that it is useful to refer to it repeatedly: 

“Basic research is performed without thought of practical ends. It results in 
general knowledge and understanding of nature and its laws. The general 
knowledge provides the means of answering a large number of important prac- 
tical problems, though it may not give a complete specific answer to any one of 
them. The function of applied research is to provide such complete answers. 
The scientist doing basic research may not be at all interested in the practical 
applications of his work, yet the further progress of industrial development 
would eventually stagnate if basic research were long neglected. 

“One of the peculiarities of basic science is the variety of paths which lead to 
productive advance. Many of the most important discoveries have come as a 
result of experiments undertaken with very different purposes in mind. Statis- 
tically it is certain that important and highly useful discoveries will result from 
some fraction of the undertakings in basic science; but the results of any one 
particular investigation cannot be predicted with accuracy.” 

Inherent in this definition are some of the reasons why Government is justified 
in the support of basic research, especially where it can be demonstrated that 
such research is not receiving adequate support from other sources. The tech- 
nological progress that has occurred since World War II and the problems and 
progress that arise in medical science have demonstrated that a greater effort in 
basic research is needed in order to support the advances that are being made 
in applied and developmental fields. It must be borne in mind, also, that basic 
research is an important part of the training of research scientists and teachers 
of science, of which there are such critical shortages at the present time. As is 
known, these needs have developed during @ period in which the facilities and 
resources of the universities have been taxed beyond their capacity. It seems 
appropriate, therefore, for the Government to insure a continuation of basic 
research by means of the grant-in-aid or contract, by fellowships, and by other 
types of support. 

A Foundation study of Federal funds for scientific research and development 
at nonprofit institutions in the year 1951-52 disclosed that only about $1 of 
every $5 was for basic research. The other $4 went for applied research, 
development, and necessary additions to the research and development plants. 
The ratio of 4 to 1 between applied science and basic research seems to indicate 


World War II. After several years as Chief Scientist of the Office of Naval Research, 
Dr. Waterman became, in 1951, the first Director of the National Science Foundation. 
J. Carlton Ward, Jr., is an engineer and executive whose career has included intimate 
contact with many advanced scientific-industrial undertakings. Mr. Ward was formerly 
chairman of the board of the Fairchild Engine & Airplane Co. and is now president of the 
Vitro Corp. of America. Mervin J. Kel'y is a research engineer and an experienced ad- 
ministrator of physical research. Dr. Kelly has served on several scientific committees 
of the Federal Government. He was formerly director of research and now is president 
of the Bell Telephone Laboratories. 
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a serious imbalance of effort and suggests the desirability of adjusting, to the 
extent possible, the disparity between the funds going for applied research and 
those available for basic research, 

World War II produced great changes, both in the nature of the research 
being supported by the Government and also in the mechanisms by which it 
was supported. In the decade prior to World War II, the Federal Government 
was sponsoring research at educational institutions at the approximate rate 
of $6 million annually, most of which was for support in agriculture. The 
war shifted the emphasis to military research. A great innovation in the Fed- 
eral support of research was the research and development contract between 
the Government and universities and other research institutions, introduced 
by the Office of Scientific Research and Development. The success of the 
contract system for the support,of needed research and development established 
a pattern that was continued after the war and extended to include the research 
grant. 

The Office of Naval Research and the National Institutes of Health were 
postwar pioneers in support by contract and grant, respectively, of research, 
both basic and applied. This support was largely by this project method, and 
they were later joined by the Atomic Energy Commission in its offsite pro- 
gram and by the other military departments. However, the greater part of 
such research was related fairly specifically to the mission of the agency. 
Except for the Office of Naval Research, which developed a broad program of 
extramural basic research, there was initially little support of research, except 
research more or less closely related to practical ends. The need for Federal 
support and encouragement of unrestricted reseach had been anticipated even 
befoe the war ended, and resulted in a 5-year effort on the part of scientists, 
legislators, and others, which was finally climaxed in the creation by Congress 
of the National Science Foundation. The Foundation was established, therefore, 
not to supersede or eliminate the research programs of existing agencies, but 
to provide a mechanism for the furtherance of education in science and the 
support of research on a very broad base. Another important function, in 
view of the growing magnitude of the Government’s research programs, was to 
be the development of Government policy with respect to the promotion of basic 
research and education in the sciences. 

In many ways, the interest of the Government in science can be compared 
with that of private industry, since the Government must take a practical view 
of spending public money. Its stockholders are the taxpayers, and what the 
Government does is accountable to them. The technical industries, faced with 
the necessity of their undertakings paying off, have realized their essential de- 
pendence upon basic research and are helping to support it in various ways. 
The Federal Government has realized, in principle at least, the necessity of sup- 
porting basic research for reasons similar to those of industry but broader and 
deeper, in that not only the economic welfare of the country but also the health 
of our people and the strength of our defenses are dependent upon a never-end- 
ing search for new knowledge. Traditionally, the general position of the Gov- 
ernment has been to support the types of activity that are essential to the gen- 
eral welfare and that the States or private enterprise are not in a position to 
undertake. In other democracies, the list is longer than in this country, but 
in the United States the interest is in keeping it as short as possible. In re 
cent years, however, the national welfare has come to depend, to such an in- 
creasing extent, on progress in science and technology that the support of re- 
search seems to be a proper function of Government for a number of reasons. 

The first reason for support is the obvious one that the Government has need 
for research results and, therefore, must be able to call upon the most competent 
brains in the country, wherever these may befound. A second reason is that the 
interests of the Government may coincide with those of non-Government institu- 
tions. This might be true with respect to either basic or applied research, but 
more rarely in applied, insofar as universities are concerned (except in the 
fields of engineering, agriculture, and medicine). The mutual interest of the 
Government and the university opens upon the possibility of a cooperative ven- 
ture with partial support from the Government. In such a situation, either the 
Sane or the university might take the initiative in proposing the under- 

Another reason why the Government may properly support basic research 
arises out of a recognition by scientists that certain areas of research should, 
in the interest of the public welfare, be enlarged and supported to an extent 
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beyond that which is possible with private resources. After World War ITI, 
for example, American physicists realized that the United States was lagging 
in the field of low-température physics, an area essential to the future of physics 
research in this country. Government assistance, initially by the Office of Naval 
Research and the Atomic Energy Commission was forthcoming, especially in 
provision of facilities which as helium liquefiers, and the research effort in the 
low-temperature field has been strengthened accordingly. In a similar manner, 
the Foundation has found that, in the opinion of biologists, systematic biology 
(taxonomy) was being neglected and that progress in biology was being retarded 
as a result. Foundation interest it the problem has resulted in the initiation 
of a broad program in this area. ' 

The interest of the Federal Government in research is essentially a practical 
one. If basic research is the seeking for knowledge without regard to prac- 
tical aims, why then should the Government support basic research? An indi- 
vidual investigator may be working on a project with no other motivation than 
the desire to satisfy his scientific curiosity or to add a bit of knowledge to 
a field in which he is interested. The Government, on the other hand, may 
be interested in his project to the extent of furnishing financial support because 
of the potential applicability of its findings to the solution of some larger prob- 
lem. It is conceivable, also, that two Federal agencies might support the 
same project for entirely different reasons. The National Science Foundation, 
for example, might support a given project in metallurgy for no other reason 
than that it gave promise of advancing the frontiers of knowledge in that par- 
ticular area. The Department of Defense or the National Advisory Committee 
for Aeronautics, on the other hand, might support the same project because of 
its possible application to jet engines. 

A fourth reason why the Government should support research differs from the 
other three in that it pertains to other social needs. If, for example, the edu- 
cational institutions of the United States should find themselves in financial 
difficulties that threatened to impair their ability to carry on their normal 
educational functions, then the national welfare might require some form of 
Government assistance. To the extent that universities find themselves in this 
kind of difficulty, it is appropriate to ask whether the Federal Government should 
relieve the situation by providing financial support. 

In Burope, government assistance to universities in varying degrees is an 
accepted social pattern, but Americans look askance at direct Federal subsidy 
of their educational institutions. The tax-supported State universities and 
schools are regarded as a normal aspect of States rights, but Federal support is 
a different matter. It is not always generally appreciated, however, that tax 
exemption is a form of subsidy. Government support of research and develop- 
ment and Government scholarships and fellowships are other forms of subsidy 
that may help to relieve the pressure, and such measures.appear to be generally 
more acceptable than direct subsidization. 

It is now generally understood. that the Government has a need for its own 
laboratories in areas where the work is not appropriate for industry or is not 
likely to be done under conditions that meet Government requirements. It is 
altogether proper, for example, that the Government should set and maintain 
standards of weights and measures and that there should be a national laboratory 
for this purpose—the National Bureau of Standards. Military research is the 
direct concern of the Government, and arsenals and gun factories are among 
the oldest Federal research establishments. 

The most compelling reason for Government support of basic research, either 
in or outside its own laboratories, is to assure continuing progress of fundamental 
knowledge in science. In so doing, the Government will not only serve its 
immediate foreseeable developmental needs but will also utilize science to the 
fullest extent as a national resource. An agency should, therefore, be free to 
establish and maintain such research under whatever conditions are most favor- 
able to the satisfaction of its particular requirements. For this reason, it is 
neither feasible nor desirable for a single agency of the Federal Government to 
support all the basic research in which the Government is interested. 

Government support of research, like other large-scale efforts, is not without 
problems. Educators and administrators, for example, are increasingly con- 
cerned with the effects of Government research work upon the normal teaching 
and research functions of our colleges: and universities. The National Science 
Foundation is aware of some of these problems and feels that the impact of 
Federal research upon our colleges and universities is a national. problem that 
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should be closely examined. The National Science Board has recently authorizeq 
the appointment of a committee, under the chairmanship of Mr. Chester } 
Barnard, to consider the entire question. In addition to considering the effects 
of Government funds upon the customary teaching and research activities of 
colleges and universities, the committee will also consider the question of how 
the Federal Government, in cooperation with the colleges and universities, may 
best develop and encourage research and education in the sciences. 

Those who are close to matters of research realize that the role of Govern- 
ment in basic research is a proper one and one that is likely to grow rather 
than to diminish in the coming years. It would be well if the public also under- 
stood and appreciated the significance of research in our national life, especially 
since, as has already been seen, science will continue to raise questions with 
which society as a whole must deal. In the entire question of the participation 
of the Federal Government in support of science, the concern should be to insure 
that the Government’s role is carried out in such a manner as to make possible 
the maximum benefits to be realized from wise policy and administration, and 
that any detrimental effects are understood and held to the minimum. 


Ii. SCIENTIFIC RESEARCH AND THE NATIONAL ECONOMIC POTENTIAL 


“basic” and “applied research” define areas that in concept may differ but in 
practice shade one into the other. Research also is often confused with the 
engineering phase of development. It is obvious that research does not apply 
merely to the so-called sciences but applies equally well to unscientific, or per- 
haps more accurately, incommensurable material, as dealt with in the social 
sciences or the humanities. 

It would be difficult indeed, if not impossible, to find any area of either thought 
or action that has not been affected and shaped by the results of research. 
Research, thus, is seen as a fundamental process by which the life of mankind, 
man’s relationship to man, and man’s relationship to nature evolves through 
time. Early work in arithmetic and geometry made possible the great strue- 
tures of the ancients, which played such a vital part in their social and spiritual 
life. In more modern times, the work of Newton presaged the mechanical 
civilization which was shortly to follow, and now in current time is seen the 
work of such men as Hertz, Becquerel, Planck, and Hinstein to bring forth a 
new civilization that is entering into: what is popularly called the atomic age. 

How do the discoveries of such great theoretical research workers affect the 
economic potential? Obviously, there are many links.in this chain. Following 
the results from theoretical research efforts, there must naturally follow experi- 
mental verification. At this point new knowledge has become available, but it 
is still sterile insofar as the economic implication is concerned. Applied research 
next is effected and proves that such new knowledge will and can accomplish a 
useful purpose. This stage in turn is rapidly followed by the engineering appli- 
eation, which is called development. This step finally reduces the original 
knowledge to a useful economic factor, such as a new machine, a new material, 
a new process, a new product, or a new form of service. Out of such cleans 
the national economic potential is created. 

The national economic potential can be interpreted as a nation’s total capa- 
bility. It includes capability to progress in a material sense, capability to 
progress in a moral and intellectual sense, and capability in a world of complex 
forces and pressures to maintain its own freedom, its own philosophy, and its 
own integrity. The standard of living is often considered to be the index of the 
national economic potential for any given nation. The term capability, as used 
here, is intended to have a broader meaning—that is, competence in all national 
aspects and relationships and not merely in material matters affecting the stand- 
ard of living. The key role, and the predominant role, that scientific research 
plays in developing the national economic potential, therefore, becomes obvious. 

Germany emerged during the period prior. to World War I as a great industrial 
nation founded upon advanced technology. Germany, at that time, -had’ in- 
sufficient agricultural resources and a lack of suitable minerals and other raw 
materials and was deficient in natural power resourees. Yet with a population 
not much larger than its principal neighbors, and much smaller than its largest 
neighbor, it emerged as a leader in world trade. _It'had a’constantly expanding 
standard of living, accompanied by many advanced forms of social. progress. 
Its great chemical industry was a marvel of ithe world and had by research 
produced new drugs, new dyes, and many new: materials and processes. Other 








Anyone working in the field of research immediately recognizes that the terms 
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technological industries were introducing new machinery and new processes that 
were the envy of the rest of the world. 

How could a nation deficient in natural resources and limited in geography 
become such a dominant power in competition with other advanced nations? 
No simple answer serves the purpose, but an example will prove interesting. 
Although British and French chemists had formed the groundwork for the new 
synthetic chemical industry, the German nation was the first to exploit it. Its 
chemical industry employed the most enlightened methods of research in organ- 
jzed. laboratories of greater size than could be found elsewhere at the time. 
German universities attracted leading scholars in the sciences from the entire 
civilized world. Theoretical and applied science, basic and applied research, 
and technical development. all teamed together to overcome the economic disad- 
yantages of a nation poor in natural resources. Germany, thus, provides an 
excellent example of the close relationship between scientific research and the 
national economic potential. 

It was early in the 1800’s that the United States gave to the world the concept 
of mass production. This followed naturally from a civilization that was built 
upon a generous inheritance of natural resources and suitable andustrial man- 
power, the latter of which continued to flow in largely from the older countries 
of Europe. The adoption of mass production was destined to play a major role 
in the national economy and was undoubtedly one of the greatest of all tech- 
nological developments. This technique, however, may be described more 
accurately as an engineering development than as one stemming from the process 
of scientific research. In 1902, the first research laboratory appeared on the 
American industrial scene. This was the General BHlectric Laboratory at 
Schenectady. America, however, continued to be the importer of foreign scientific 
ideas and technology. But it is generally conceded that the United States 
today continues to lead in the application of mass production techniques and 
that such methods are making a major contribution to the economic potential 
of the country. 

Just prior to World War I, American inferiority with respect to the field 
of scientific research came clearly into focus. America had relied to a large 
extent upon the products of the great German technical industries for scientific 
instruments, precision optical systems, synthetic chemicals, and dyestuffs; and 
the deficiencies in the war effort proved that the economic potential was limited 
and lacking in a diversity of scientific resources. It has been stated that there 
were less than 10,000 physicists in the United States at that time. Various 
Government bodies were created to survey the situation and organize the 
scientific talents of the country toward the common defense. For the first 
time, large industrial corporations became aware of the fact that, wittingly or 


‘unwittingly, they had depended upon the fruits of foreign research. Then 


followed the great expansion of research laboratories and the acceptance of 
the concept of scientific research. The literature of the period indicates that the 
word “research” took on some mystical significance and became a slogan for 
many things remote from the current concept of scientific research. 

In the field of the national defense of the United States, the Industrial College 
of the Armed Forces in Washington, D.C., with the National’ War College and 
with the Joint Staff College at Norfolk, Va., constitute the highest educational 
facilities within the Department of Defense. All three organizations come 
directly under the cognizance of the Joint Chiefs of Staff and, therefore, embrace 
all the armed services. The very fact that the Industrial College was established 
on this high level of the military educational system is an indication of the 
importance that economics now plays in planning. for the defense of the country. 
The Industrial College assigns a major group of its faculty and a portion of its 
curriculum to the role of technology. In this area of its studies, the concept of 
scientific research plays a key part. 

It has been forced home on the leaders of the armed services that wars are 
won or lost on the basis of the national economic potential rather than on the 
current strength of the Armed Forces. The upper limit of effective mobilization, 
military strategy itself, and the allowable specific combat effort for any given 
operational area are directly derived from the economic potential of the coun- 
try. It has, therefore, become of vital importance to the preservation of the 
Nation that its military leaders be taught to understand the function of tech- 
nology and the basic role of scientific research in forming the economic power 
from which the logistic support of all combat operations is derived. 
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Referring to the growth of research in the United States, figure 1 illustrates 
the startling recognition of the function of research and its acceptance by Goy- 
ernment and by business in the last 20 years. This chart shows the extraordi- 
nary acceleration of research under the impetus of World War II, followed 
by the recognition of the importance of research in the period of the “cold war.” 
‘The professional term “military posture,” as used today in diplomatic circles, 
reflects the contribution that scientific research has made. 

The recent volume of David E. Lilienthal, “Big Business: A New Era,” states 
that the diesel engine was 30 years under research and development before 
coming into general use, and likewise, that Du Pont’s nylon was the product of 
13 years of effort and an expenditure of more than $20 million before the first 
bolt of material was marketed. It has been stated also that Monsanto’s Krilium 
is the product of 11 years of research; and the modern gas turbine, well known 
in theory before World War I, became a factor for the first time in World War 
II, more than 30 years later. These examples are illustrative of applied re 
search and development and are instances of specific applications, but the funda- 
mental scientific developments from which they were derived long preceded 
them. 
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. Fieure 1.—Growth of research in the United States, based on estimates from 
the Research and Development Board and Steelman report. (From a lecture 
by Clyde Williams, of the Battelle Memorial Institute, before the Industrial 
College of the Armed Forces.) 
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The sources and distribution of expenditures for research and development in 
the United States today, by agencies, are indicated in figure 2. One of the most 
important and significant developments in this field is the work that is done in 


Universities. and 
Research Institutes 


Industry 65.5% 


Where The Money Comes From Where It Is Spent 


FicurE 2.—Spending for research and development for the year 1952 (National 
Industrial Conference Board) 


universities and nonprofit research institutions. This effort, in 1952, amounted 
to 9.5 percent of the total; today this percentage is considerably larger. The 
role of this group is relatively new and would hardly be apparent on any normal 
chart reflecting the total research done prior to the late 1930’s. 

A large American industrial unit in 1952 installed three vital new processing 
techniques, with all their equipment. One originated in Poland, one in Sweden, 
and one in Italy; these were the three most important new processing develop- 
ments for the period in question. This adaptation is an example of American 
alertness to foreign research and technical development, the fruits of which, in 
nearly every instance, have subsequently been improved. The contribution to 
our own economy from such sources is» often not adequately recognized. 

Until very recently, only in the older civilizations was there to be found a 
natural encouragement for men of exceptional scholastic ability to pursue their 
theoretical studies in the cloistered atmosphere of universities. If the great 
fundamental scientific developments leading to the new atomic age are studied, 
it will be found that it was France, England, Poland, Germany, Switzerland, 
Australia, Denmark, and Italy which contributed the majority of the great 
theoretical ideas. This occurrence was in spite of the fact that the experimental 
effort and the final development of the end products of all this research were 
first manifest in the United States. It should be added that, in general, big 
business is yet unaware of the key role that universities must play in generating 
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FiecurE 3.—Growth of research in the United States in billions of dollars 
(Industrial College of the Armed Forces). 

















a favorable atmosphere in which exceptional scholars will work. These scholars 
are the men from whom will come the new scientific and philosophic concepts 
that will expand outward the boundaries of knowledge from which technological 
progress emerges. 

Figure 8 indicates the extraordinary relationship between the growth of re 
Search in Government relative to its growth in industry. “Research” is used in 
this chart comprehensively to include the social sciences, the life sciences, physics, 
chemistry, mathematics, and associated fields. In monetary terms, this illustra- 
tion can be misleading, since the least expensive research is that which is solely 
in the realm of ideas, statistics, and philosophic concepts. 

Figure 4 shows the gross national product of the United States in billions of 

dollars and the population growth of the country. It is not certain that a precise 
correlation can be made between such a curve and that of the growth of research 
as reflected in figure 1, since the relating factors are not simple and direct. It 
can be fairly stated, however, that the gross national product could not reflect 
the enormous growth represented in figure 4 without a corresponding effort in 
the field of research and development as indicated in figure 1. 
_ Figure 5 illustrates graphically the quantitative comparison of the standard 
of living in a number of principal countries. A measure of the national economic 
potential of any country is based upon the total power available. Thus, the 
standard of living in any country can be shown to be coincident with the power 
available per unit population per year. The U.S.S.R. ranks below the middle of 
the list but is making rapid strides forward from year to year. The statistics on 
trained scholars, engineers, and technologists in Russia today, as compared with 
the United States, and the emphasis placed by the Soviet Government on indus- 
trial and scientific research readily indicate the relatively rapid progress in this 
field in the Soviet Union. 

Figure 6 shows the remarkable correlation between the power output per unit 
population in the United States beginning in 1902 and that of the standard of 
living expressed in standard dollars for the same period. It is interesting to note 
the effect on the standard-of-living curve of the depression of the 1930’s and the 
boom period of World War II in the 1940’s. Except for these two major effects, 
the curves of the graphs are parallel throughout, and the conclusion might be 
made that the national economic potential, as well as the national standard of 
living, are each reflected in the power available per unit population per year. It 
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should be evident that production results from available power and that new 
products result from research and development as well as do the methods and 
processes for their production. 

The Du Pont Co, has developed a chart, reflected in figure 7, that indicates the 
enormous contribution made by machine labor to the standard of living, the 
national product, and, hence, to the national economic potential. A century ago 
the national economy reflected almost entirely the physical work of men and 
animals. Today, it is approaching the forecast ideal of the year 2003, when it 
will be based almost wholly on the machine. 


360 


3 


Gross National Product 


~m n 
so Ss 


BILLIONS OF DOLLARS 


v we 
S iw 
MILLIONS OF PEOPLE 


Population 


oS 


1910 1915 1920 1925 1930 1935 190 1945 1950 


Figure 4.—Gross national product of the United States in billions of dollars and 
the population growth of the country (Industrial College of the Armed Forces) 


The contribution to the economy of the Nation by the technological development 
of materials has been important in the recent past and will continue to be so in 
the future. Many new organic products are now available to industry. The 
new technology of chemurgy, for example, may prove to be the answer to many 
of.the problems raised by the Paley Report of the President’s Materials Policy 
Commission in its study of the resources for the future. Other examples of new 
fields of technological development with tremendous implications for the future 
are atomic power, coal hydrogenation, oil-shale extraction, radiation synthesis, 
and ultrasonics. All these fields will depend upon research and development 
for their realization. 

It would be impossible to overemphasize the importance to man of the atomic 
age. Dr. Farrington Daniels, of the University of Wisconsin, has pointed out 
the limited natural resources of the world and their degree of exhaustion as 
civilization builds ever higher levels of living. It is stated that there is estimated 
to be 23 times as much atomic fuel suitable for energy available in the earth as 
there is the sum total of all the fossil fuels of oil, gas, and coal. The Paley report 
forecasts in a dramatic manner that by the year 2023 mankind will have insuf- 
ficent sources of fossil fuels to maintain civilization in the standard of that time. 
How better can the role of research and development be portrayed than to show 
that it alone can resolve this dilemma? 

Modern cosmologists point out that the earth is roughly 2% billion years old. 
The earliest remains of man are indicated to have been discovered a little over 
15 years ago and to be approximately 1 million years old. Civilization is recorded 
only for the last 6,000 years. Yet the cosmologists relate that the atomic cycle of 
the sun forecasts 6 billion more years of suitable climate on the earth in which 
mankind can carry forward his evolution and his existence. How could even 
a minute portion of this God-given future be utilized for the betterment of man 


without an accelerated and continuing emphasis on the role of research and 
development? 
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Average-World's Principal Countries 
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Figure 5.—Per capita income in various countries for 1951, in equivalent U.S. 
dollars (Industrial College of the Armed Forces). 
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Figure 6.—Standard of living compared with available energy per unit popula- 
tion. The left-hand scale represents constant dollars of gross national product 
per capita. The right-hand scale represents kilowatt-hours per capita. . 


Ill, THE CONTRIBUTION OF INDUSTRIAL BESEARCH TO NATIONAL SECURITY 


It is the tragedy of the time that our Nation’s primary concern is with its 
security. The Communists, dominated by the Kremlin of Moscow, are attempt- 
ing to destroy the governments and social structures of the free world through 
threat of an all-out war, while at the same time attempting to attain their goal 
through so-called cold war techniques of their creation. “i 

America can remain free and be secure only if it protects itself from both of 
these techniques aimed at its destruction. The Nation’s program for its protec- 
tion is the building of a military potential of great strength while maintaining 
a healthy and expanding economy. A military strength of such obvious effective 
ness is being created that it should deter the Kremlin from seeking to attain its 
goal by the military route; however, should the Kremlin, through plan or acci- 
dent, precipitate a war, the free world should be the victor. While building 
this strength, America is maintaining a healthy and expanding economy in 
which all citizens share its social and economic benefits. This structure offers 
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protection from the cold war tactic in which the Kremlin hopes to “bore from 
within” by building internal Communist revolutionary strength in an atnid. 
sphere of economic chaos where a significant number of the citizens are in the 
mood for a radical change in the pattern of society. 

Industrial research contributes to national security through its application 
of scientific knowledge in the military area to the creation of new weaponry and 
in the civilian area to the creation of new facilities of benefit to the econo 
and to the enrichment of life. Other research laboratories of the Nation join 
with those of industry in this contribution. The laboratories of Government, of 
academic institutions, of foundations, and of industry are increasingly joined in 
unified research programs. Their contributions to the military have made our 
Nation the arsenal of the free world and the leader in the struggle to maintain 
its security. At the same time, their output for the civilian area is basic to an 
abundant and expanding economy. 
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FieurE 7.—Increasing contributions of the machine to the 
(EB, I. du Pont de Nemours & Co.) 


The statistics of the current dollar volume of the Nation’s basic and applied 
research effort are most impressive; in fact, their magnitude is astronomical. 
The contributions to military strength and to the civilian economy that this level 
of expenditure produces are even more impressive. The Nation applied: only a 
negligible fraction of its basic and applied research strength to new weaponry 
before 1940. During the period 1940-45, research laboratories:made revolution- 
ary changes in the character.of warfare. “Radar,” “sonar,” “proximity fuse,” 
acoustically homing torpedo,” and “atomie weapon” are terms that were com- 
pletely unfamiliar in the 1930’s. - These: terms, along with many others, are de 
seriptive of the new weaponry that was created by research talent and -were 
produced by industry in World War II. Without. question, their ample 
to warfare hastened victory with a saving of American lives. 

Since the close of the war, the: Nation’s laboratories have continued their applic 
eation of scientific knowledge te improved weaponry...The weapons of World 
War II were still in their pioneering stage at the close of the war; they have been 
greatly improved and new weapons are constantly added to our arsenal. The 
advances have been most significant in atomic:weaponry and. the mechanisms 
and methods of their delivery. Their combined effectiveness is appalling. A 
variety of atomic-weapon types ranging in destructive power from the tens to 
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the hundreds of kilotons of TNT equivalence are now available. Methods of 
delivery ranging from supersonic piloted bombers through electronically guided 
missiles to rockets and cannon are either in being or near at hand. The military 
effectiveness of the atomic warfare that these-new weapons and their methods of 
delivery have generated is given such a high effectiveness rating that, in the 
current planning for defense in the years immediately ahead, significant reduction 
in manpower is contemplated with no sacrifice in military strength. 

The contributions of basic and applied research to the civilian economy are 
important in the maintenance and preservation of the free society that has evolved 
under our capitalistic system of democracy. If the social and economic struc- 
ture of a society provides its people with a good life, with not too great variation 
in its quality from the bottom to the top of its structure, and accompanies this 
with a reasonable amount of leisure for. all, the overwhelming majority of the 
members of that society are then content with it as a framework within which 
to live. Conversely, if the economic and social structure of a society fails in 
providing this environment, then a significant number of its members are dis- 
contented and ready to turn to another structure of society that gives promise 
for such an environment. In countries where the latter condition prevails, the 
Communists have been, to varying degrees, successful in promoting their philos- 
ophy and creating a desire for revolution. 

The quality of living of the people of America is at the highest level in the 
world. This condition has been attained while the hours of work to provide it 
have steadily decreased. Increasingly with time, its richness has been extended 
to all members of society. . Differences in quality of living from the so-called top 
to the bottom have been steadily narrowed, while the level of all has been raised. 
There is, thus, an environment that is unfavorable to the Communist, and he has 
had in fact little success in having his revolutionary philosophy accepted. These 
qualities of society are of great importance to national security. A military 
potential of maximum strength will not suffice for the preservation of free and 
democratic society unless it maintains and gradually enhances the qualities of 
living of all its people. The Nation’s basic and applied research is, perhaps, the 
most essential of all the elements that contribute to these qualities of American 
life. 

Two. éxamples will illustrate the operation of applied science and technology 
in the rise of the standard of living. Agriculture is chosen as the first, since it 
is basic to existence. In the past 30 years, the food production of the world has 
increased by less than 10 percent, while the population has expanded about 30 
percent. In the United States, while the population has increased about the 
same amount, food production has expanded more than 50 percent. This rise 
has been accomplished with substantially no increase in farm acreage but with a 
Significant decrease in farm population. Thirty years ago the farm population 
was some 30 million. By 1950 it had decreased to some 24 million, and the 
farmer’s hours of labor have significantly decreased. 

The increase in food production with a decrease in ‘man-hours required and 
with the utilization of substantially the same farm acreage has been made pos- 
Sible by the application of scientific knowledge to the food-production problem 
through applied research and technology. Mechanizaiton of the operations of 
farming played an important role. With the increasing effectiveness of culti- 
vating machinery, the tractor and its driver can cultivate, and more effectively, 
in excess of double the acreage formerly done by two horses and a man. The 
energy for driving the tractor is oil, a mineral product, while the energy for 
sustenance of the horse had to be obtained from the acreage it cultivated. In 
1952 farmers purchased about 100,000 power machines as aids in their ever more 
efficient food production. 
~The applications of chemical knowledge have been at least as effective in 
increasing the efficiency of food production as has mechanization. Fertilization 
of the soil by a variety of relatively low-cost chemicals increases the productivity 
of the soil. A great variety of organic chemicals are also used, such as herbicides, 
soil conditioners, fungacides, defoliants, growth regulators, and insecticides. 
The names of these chemicals are adequately descriptive of their use. Thirty 
years ago most of them did not exist. Farmers purchased some $400 million 
worth of these chemical products in 1952. 
~ The chemical industry is the source of the fertilizers and the organic chemicals 
for a variety of agricultural applications. It is one of the younger industries and 
is, perhaps, the fastest growing.’ Its contribution to national strength through 
aids to civilian economy and to the military are of growing importance, for, as 
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the natural products of the inorganic world become depleted, it is to organic 
chemistry that we must turn for the essential materials of industrial society. 
Research and development are the cornerstone of this vital industry ; scarcely a 
year passes when each of the dozen or so larger chemical companies, through 
their research and development programs, do not add from 10 to 15 new products 
for the industrial or consumers’ market. Forty percent of chemical sales ig 
accounted for by products that did not exist 15 years ago. In 1937 the sales 
volume of the products of the chemical industries was about $700 million, while 
today it is in excess of $4 billion. 

The chemical industry, among its many contributions to military strength, 
has given distinguished service to the Government in using its management, 
research, and engineering strength in the development of plants and their tech- 
nical processes, and then in operating the plants for production of products 
essential to military needs. Synthetic rubber, fixed nitrogen, and processing of 
uranium ores are typical of the specialized Government-owned plants to which 
the chemical industry has contributed so much of management, research, and 
engineering talents. Chemical reseurch, in which that of industry is the largest 
element, is vital to national security in the military and civilian areas. 

The second example of applied science and technology is taken from the 
service industries. Communication is becoming increasingly important in the 
Nation’s economic and social life. Thirty years ago the Bell System, which 
supplies a little more than 8U percent of the Nation’s telephone service, served 
some 8 million telephone subscribers. Today, its service is used by about 41 
million subscribers. While the number of stations has increased fivefold, ‘this 
fact is an inadequate measure of the increase in service that the system pro- 
vides. Thirty years ago, because of limitations imposed by technology, the 
distance of telephone communication was severely limited in comparison with 
today. The conversation of most subscribers was restricted to an area perhaps 
not more than 50 miles in radius, although a limited number were 
to talk across the continent. Today, through telephony, the entire Nation has 
become a neighborhood. The extended area of use of telephone service has 
grown to such proportions that the development of nationwide subscriber dialing 
to provide more rapid and more economic service is well advanced. When 
these facilities are nationally installed, any subscriber in the Nation will be 
able, through dialing, to interconnect with any other subscriber in the Nation. 
The range of telephony is not restricted by national borders. With the aid of 
Bell System transoceanic radio telephone circuits, any subscriber may be con- 
nected with most of the 33 million subscribers beyond our borders, Bell System 
service has also been extended to record communication where a teletypewriter 


can “talk” to any other teletypewriter anywhere in the country. National radio 


and television program circuits distribute programs to the hundreds of radio and 
television broadcast stations throughout the land. 

This fivefold increase in telephone stations, enhanced long-distance service, 
and new record and broadcast service are all supplied with only a threefold in- 
crease in number of employees in the operating companies of the Bell System. 


Some 30 years ago, there were 225,000 such employees, while today. the number’ 


is approximately 600,000. The fivefold increase in number of people served, the 
improvement in quality and the extension of service, and the new services have 
been realized with only a threefold increase in operating personnel through 
the application of new scientific knowledge by industrial research and tech- 
nology. J 

The Bell System at its Bell Telephone Laboratories maintains a large re 
search and development organization for converting new scientific knowledge 
into new telephone technology to make possible more economic, improved, and 
extended telephone service. The growth and increased scope of telephone 
service that has been described has been possible only through this conversion 
of scientific knowledge into technology. 

Telephone technology has much in common with that of new weapons systems, 
particularly in their automatic guidance and. direction. Bell Laboratories, 
along with the other communications and electronic laboratories of the Nation, 
have made large contributions to the development of weapons systems. In 
the period since 1940, for example, almost one-half of Bell Laboratories expend- 
itures has been for research and development for the military. Weapons 
systems of great variety have resulted from this work and have been produced 
for the military in dollar yolume well in excess of 4 billion. 
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The basic freedoms and the cultural values that the individual of the Western 
World enjoys are now threatened by the dynamics of communism to a greater 
extent than at any time in the history of western civilization. Our Nation, 
with its great strength and dedication to freedom, must lead and make the 
largest contribution in the..preseryation. of these values inherent in western 
society. The continued security of America is vital to this leadership and 
contribution. The research of the Nation is essential to the maintenance of 
this security. Industrial research is carrying out some two-thirds of the re- 
search program. Looking to the future, its responsibilities are increasingly 
great. The Nation’s industrial research is strong and is virile; it may be 
assumed that it will continue to measure up to its responsibilities. 

Mr. Barrerr. The discovery and development of new scientific 

rinciples has had tremendous economic effects in our civilization. 
cere Americans have been better at developing than they have 
been at discovering scientific principles. Many of the primary con- 
cepts we have developed into useful products have come from Europe. 
In general, Europeans have been more painstaking fundamental or 
basic researchers, discoverers as stated in the President’s report “of 
new avenues of fundamental advance,” which I would say is a good 
definition of basic research. 

Americans, with their excellent engineering ability, their raw mate- 
rial advantages, and their larger unimpeded market for new and im- 
proved products, have shown superiority in applied research and de- 
velopment. With the organization of European common markets and 
free trade areas the marketing and production advantages we have 
enjoyed may be diminished and Europeans will be more prone to de- 
velop their own basic scientific discoveries. Therefore, it is important 
for Americans to give increased attention to the discovery of funda- 
mental concepts; that is to say, to concentrate on basic research. 

The steps that have been taken by the National Science Foundation 
and other Government agencies by scientific societies such as the 
American Chemical Society and trade associations and by industrial 
firms for the encouragement of basic research in colleges and univer- 
sities should be supported 

In addition to the discovery of new principles, new avenues of 
fundamental advance, this will assure us of a supply of well-trained 
researchers, the scientific brainpower factor that is so important. to 
our economic growth. 

The Cuarrman. Mr. Barrett, I am going to take the liberty of 
slightly altering our usual procedure. We normally have the mem- 
bers of the committee refrain from asking questions until all the 
members of the panel have expressed themselves, but I may have to 
leave to “mark up” a housing bill, so that, if you will permit me just 
a few questions, we will then go on. 

An eminent industrialist, who later became a leading public servant, 
once defined basic research as “not knowing what you want. to do.” 

Later he said, as an illustration of basic research, “The question 
was, What makes the grass grow green?” 

Now, what would you say about these definitions of basic research ? 

Mr. Barrert. I think they are a little broad. The broader you 
make the definition of basic research in any survey to see how much 
basic research is going on the less dependable facts you get. You have 
to narrow it down. 

Dr. Stine defines it in the first of his article in this way : He calls it 
fundamental research but there is no difference, as I see it, between 
fundamental and basic. 
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The Carman. Do you think those were very, helpful definitions, 
Mr. Barrett? i na 

Mr. Barrett. This definition, I think is. 

The Cuatrman. I mean the definition of the eminent industrialist 
who later became a leading public official. Do you think those were 
helpful definitions ? 

Mr. Barretr. No. I say this is the definition we stick to p 
much: Fundamental research is a quest for facts about properties 
and behavior of matter without regard to a specific application of the 
facts discovered. 

The Caamman, Do you regard the promotion of basic research 
as a proper subject for the Federal Government to spend money on? 

Mr. Barrett. I think in certain lines they should, because indus- 
trial research organizations are bound to point toward their economic 
ends. We have devoted quite a bit of time to basic research but it is 
a tough job to stay on basic research and not get it into films, fibers, 
finishes, or what not; however, out of our basic research came some 
of our best results in those fields. 

The Cuarrman. If it is a function of the Federal Government to 
spend money for the promotion of basic research, should these funds 
be administered by the Department of Defense or by the National 
Science Foundation ? 

Mr. Barretr. Some central organization should catalog all research 
that is done by the Government. I think the cataloging of that re- 
search is important. 

The Carman. Do you think it should be done by the Department 
of Defense as a central organization ? 

Mr. Barrett. Just that which applies to defense. There is a large 
encnps of research that applies to health and welfare and there may 

others. 


ibe Cuairman. If it applies to defense, that is applied research, is 
it not 

Mr. Barrett. It could be very broad fundamental aspects of ballis- 
tics, fundamental aspects of metals that, are too broad to have any 
direct application. 

The mMAN. Do you think in those cases the funds should be 
administered by the Department of Defense or by the National Science 
Foundation ? 

Mr. Barrerr. They probably should be administered by the De- 
partment of Defense but certainly there should be some overall 
‘catalog and recommendations regarding avenues in which we are not 
doing fundamental research. Sometimes. that is your most 
research, the research you are not doing, and to find the blank s 
is, I think, one of the most important parts of any. research organiza- 
tion. Maybe the Department of Defense would not find those, so 
there ought to be some overall cataloging of fundamental research 
su satel by the Government. 

e CuHamman. Suppose the Department of Defense decided that 
this was a useless enterprise, not knowing what you want to do, but 
the National Science Foundation felt that it was a fruitful line of 
investigation; should the National Science Foundation have. the 
authority of the funds to promote this research ? 

Mr. Barrett. That isa very good question. 
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The Coamman. We want advice, you know. 

Mr. Barrerr..I can imagine a case like that coming up in which 
the problem was too broad and fundamental for the Defense Depart- 
ment to see the particular immediate application for the research. 

After all, they have just a certain amount of money to spend, but 
the problem should be attacked from a long-distance fundamental 
point of view. Basic research is not research for next year or the 
year after next. 

The Cuarrman. I understand. 

Mr. Barrett. It is research for 10 years from now. 

The Cuarrman. That is correct. 

Mr. Barrett. Therefore, there might be a seeming contradiction 
of opinions like the one proposed. 

The Cuarrman. Then what you seem to be saying is that the Na- 
tional Science Foundation should be given more funds and that pos- 
sibly the Defense Department should not have the power of veto 
over all basic research projects. 

Mr. Barrerr. They should have very strong recommending powers 
at least. 

The Cuarrman. Thank you very much. 

The discussion will be continued by a distinguished citizen of Illi- 
nois, Robert Eisner, professor of economics, at Northwestern Uni- 
versity. 


STATEMENT OF ROBERT EISNER, ASSOCIATE PROFESSOR OF 
ECONOMICS, NORTHWESTERN UNIVERSITY 


Mr. Eisner. Economic growth epee upon prosperity. Pros- 


perity depends upon economic growth. To.stay at any high level 
of economic activity we must have that level of activity ever rising. 
This is the central paradox—and challenge—of our economy. 

Each time that we allow any substantial amount of unemploy- 
ment, such as the more than 4 million totally unemployed according 
to figures for December 1958, we sacrifice major opportunities for 
growth. And each time our rate of growth slows, we face the immi- 
nen danger of a recession, with its consequent unemployment and 

ardship. 

Many of us have tried to explain this in careful scientific terms in 
our professional economic journals. But the essential relationship 
should be easy to see. When we have rapid economic growth we are 
rapidly acquiring new plant and equipment and thus utilizing the 
vast savings which a prosperous Nation makes available. But if our 
growth is slow there is insufficient demand for all of the saving that 
& prosperous people offer. This in turn results in conversion of a 
slow rate of growth into an actual decline, as the people who would 
be employed in bailereg new plant and equipment and in otherwise 
expanding the economy lose their jobs. 

ut another way, saving contributes to growth. But unemployed 
workers and businesses losing money dissave; they use up past savings. 
Each million idle workers and the. corresponding idle resources cost 
us perhaps 1 percent in our rate of growth. Thus, by way of illus- 
tration, if with 4 million unemployed we can grow at 3 percent per 
year, then with 2 million unemployed we can grow at 5 percent per 
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year. The decision to accept unemployment, whether in the view that 
it is necessary to prevent prices from rising or for any other reason, 
is a decision to accept a lower rate of growth. 

While I have stressed the role of capital expenditures—the build- 
ing of new plant and equipment—in economic growth, capital is only 
one of the factors in output. We can grow by putting more capital 
to work. We can also grow—and this is very important—by putting 
more hands and brains to work. As to the latter, brains must be 
trained. An essential part of continuing growth must be superior 
education and the advances in skill and progress which are its 
byproducts. 

Given general prosperity, individual companies can probably be 
counted upon to invest in the research and development of immediate 
application which will increase their profits. What may be Sa 
and I believe is neglected, is the investment in basic science, and soci 
science, of the kind that is done by universities, nonprofit research or- 
ganizations, and Government. We face a serious danger that private 
companies in their understandable interest in research and develop- 
ment will make even more scarce the resources available for the fun- 
damental advances on which growth must largely rest. 

Hence the role I view for Government is largely twofold. 

First, it must take necessary measures to see to it that we maintain 
full—and more than “full”—employment. 

Second, it must make certain that there is adequate investment in 
human beings, in education, in training the minds that will make the 
breakthroughs of the coming years.. In my judgment we have been 
grossly deficient in both of these tasks. 

Thus we can have a faster rate of growth without necessarily de- 
voting a larger proportion of our resources to capital formation. 
First we sists Cy maintaining a higher level of employment, have more 
resources for capital formation by taking the same proportion of a 
larger total. 

Sead: we can have a faster rate of growth by devoting more re- 
sources not only to capital formation but to brain formation, by spend- 
ing more on education. Investment’ in education, it may be added, 
may help meet problems of income distribution which may be asso- 
ciated with anil capital accumulation. For capital assets tend to be 
relatively concentrated in ownership. With better education all will 
gain, and high incomes and wealth may be found more widely among 
the owners of talent, as well as the owners of stock: 

However, to the extent we wish to add to investment in both physical 
and human capital more than what can be produced with resources 
now idle, we shall have to face the problem of what we wish to sacri- 
fice. ‘And while the choice is one to be made by the people and their 
Government, as an economist I should point out that if even a rela- 
tively small proportion of the budget devoted to military expenditures 
were reallocated to the investment in capital and education of which 
I have spoken, the increase in the attainable rate of growth could be 
large. ‘To those of us who believe that our national security depends 
as much or more on our ability to grow as on the weight of our arma- 
ments this is an insistent issue.: 

The Cuarrman. Thank you very much. 

The discussion will be continued by Mr. Joseph Fisher, Associate 
Director of Resources for the Future. 





cr 


=~ a es 


ia, ee od, 1 ee ee ee eee 


ECONOMIC REPORT OF THE PRESIDENT 259 


STATEMENT OF JOSEPH L. FISHER, ASSOCIATE DIRECTOR AND 
SECRETARY, RESOURCES FOR THE FUTURE 


Mr. Fisuer. Thank you. 

During the past few years political leaders, businessmen, economists, 
and many others have become preoccupied with the subject of eco- 
nomic growth. In this hearing, therefore, we are touching the heart 
and center of what is now thought by many to be most important 
in economic policy. I should like to make several comments on the 
measure and meaning of economic growth, and then on some of the 
factors affecting economic growth. 


= 


THE MEASURE AND MEANING OF ECONOMIC GROWTH 


The best single indicator, in my opinion, of the rate of growth is 
the growth of gross national production per capita. In addition, 
growth in total GNP, and of the productive capacity which makes it 
possible, has an independent importance apart from its expression in 
per capita terms. Military security and striking potentiality depend 
upon absolute amounts, as well as per capita ratios. 

A word about trends of GNP and GNP per capita, population, and 
production. During the 25 years, 1930-55, the population of the 
country grew at an average rate of 1.2 percent per annum compounded, 
GNP increased at an average rate of 3.6 percent, GNP per capita 2.3 
percent. Nonagricultural pagans over this span of years grew at 
an average annual rate of 3.5 percent, agricultural production, 1.6 
percent. GNP._per worker during the 25-year period increased at an 
average annual rate of 2.2 percent, with agricultural product per 
employed agricultural worker increasing at a considerably greater 
rate than nonagricultural product per employed worker. 

Looking to the future, it may be estimated that during the next 15 
or 20 years population may increase at around an annual rate of 144 
aoe per annum compounded, with a considerable range of 1- 
vilities. Weekly hours of work undoubtedly will decrease gradually 
in line with past trends, and productivity (output»per man-hour) 
undoubtedly will increase. How much in the latter case is a question 
of decisive importance. The annual rate of increase in both GNP 
and GNP per capita has varied considerably from year to year in the 
past, and no doubt will continue to do so in the future. Whether in 
the future we will be able to lift the average annual rate is an open 
question. The simple setting of an objective in terms of GNP growth 
at, say, 4 percent or even 5 percent a year, while historically the 
average has been nearer 3 or at most 344 percent, will surely not of 
itself guarantee its achievement. A forecaster would be safer, it 
seems to me, to be guided by historical performance '(or perhaps. a 
little better than that), rather than desta goals. In this case, future 
years, like past years not counting the very poor ones, may well see 
an average rate of increase in GNP of 314 to 4 percent and an average 
rate of annual increase of GNP per capita of a little over 2 percent. 
Again, considerable ranges are possible, depending’upon the precise 
size of the labor force, the number of hours worked, and the sustained 
gains in productivity: 
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Frequently overlooked, but nevertheless of highest importance, is 
the quality of economic growth, rather than its sheer size or rate of 
growth. Production of more and more unnecessary things providing 
more and more jobs and more and more purchasing power will not 
greatly improve the defense of the country or the character of living— 
at least from many points of view that are quite relevant. Indeed, 
too much labor, materials, and managerial ability crowded into un- 
necessaries would positively subtract from the output and ability to 
produce things more needed. The much-discussed tail fins do not add 
oe to the strength of the country, nor do patent medicines 
and cosmetics (including the advertising efforts to sell them) con- 
tribute greatly to the improvement of our basic economic position in 
the world. 

SOME FACTORS AFFECTING ECONOMIC GROWTH 


It is easy to list the factors affecting economic growth, but very 
difficult to appraise their relative degree of influence in different sit- 
uations. Labor skills and the amount of work done, managerial 
ability, technology, the relative amount and total amount of the GNP 
devoted to investment, the richness and variety of natural resources, 
economic and related institutions—all are factors significant for eco- 
nomic growth. Which one may be critical in the sense of being a 
bottleneck to growth—or, more accurately, which combination of fac- 
tors—will depend in subtle ways upon the total situation facing a 
country at a given time. 

For example, over the course of American history, speaking gen- 
erally, a relative shortage of labor has presented more persistent prob- 
lems than, for example, any shortage of basic natural resources. For 
the future, one might speculate that the more critical factors affecti 
economic growth will include the further education and training o 
the entire labor force, further improvement in the arts of man 
ment, continued and increasingly rapid adaptation of scientific 
covery through technology, and larger amounts of GNP devoted to 
investment. 

Important also is a maintenance of a rich and varied flow of raw 
materials reasonably placed and widely available. 

There is one other factor which is probably most important of all 
in its effect on economic growth—more important than any one or 
any combination of the more particular factors mentioned already. 
. This may be called the motivation to grow, or the will to grow. 
Research, technological adaptation, investment, hard work, mana- 
gerial ability, plentiful natural resources, and ‘all the rest may not 
prove to be enough to lift the rate of oe of the American economy, 
if that is what is desired, without a large injection of the motivation 
to grow. In the past such motivation has come out of crisis, such 
as the crisis of the Second World War. (The average annual rate 
of growth of GNP in the period 1940-45 was 8.8 percent, much larger 
than any other similar length period in recent history.) 

In the future greatly increased economic growth might come out 
of deliberate growth-oriented policies on the part of Government and 
business of a much more vigorous and far-reaching character than 
we have had heretofore during peacetime. Or, it may be that the 
apparently very higher rate of growth of the Soviet economy (in his 
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speech a few days ago Khrushchev indicated the Russian economy was 
growing and would continue to grow at something like 8.6 percent a 
year) will frighten this country into a state of mind which will lead 
toa stepping up of our own rate of growth. : 

It is perfectly obvious, of course, that if the Russian economy is 
growing and continues to grow at twice the annual rate of the U'S. 
economy, it is only a matter of time (and not too long a time at that) 
before Soviet GNP and industrial production will pass those of this 
country. Indeed, the Soviet Union may already have ae the 
United States in the production of certain items of particular impor- 
tance to war. 

Further than that, there exists the very real ibility that, long 
before the Soviets pass us in absolute size of GNP, they will pass us in 
a number of basic industries. This they could achieve at the expense 
of development along other lines, such as a variety of less essential 
consumer goods and services. 

Much is being written these days about the importance of research 
and development for economic growth and military security. It is 
impossible for me to see how the importance of R. & D. can be exag- 
gerated. Spending for R. & D. for Government, industry, and the 
universities and foundations, has been increasing rapidly during re- 
cent years. This is all to the good. Somebody said recently that R. & 
D. expenditures now are almost as high as advertising expenditures. 
Ten or twelve billion dollars of R. & D. spending out of a total GNP 
Soot at about $450 billion a year does not seem extraordinarily 
high. It is less than 3 percent. Although the total amount is increas- 
ing, balance is still lacking. 

oarve with many scientists now writing on the subject that we 
are relatively short on basic compared to applied research, and on 
research in the biological and nbclil sciences compared to the physical 
sciences and engineering. 

Undoubtedly, also, there are regional imbalances. For example, ad- 
ditional basic research in the water resources field would be very help- 
ful to the more arid parts of the country. This research might include 
weather modification, prevention of reservoir evaporation through the 
use of monomolecular films, elimination of useless water-using plants 
and trees, desalinization of sea water and brackish water, and trans- 
mountain and long-distance transport of water. More broadly, R. & D. 
on all the basic resources will be necessary in larger amounts if tend- 
encies toward increasing costs of lumber, copper, oil and gas, and 
other products are to be held in check. 

The very significant question has been raised, can we count on the 
contribution of these growth factors to continue in at least the same 
degree as in the past? 

A quick and probably superficial answer might be, “ we can in 
all likelihood assuming the trends, some might say drift, of past 
policy relevant to economic growth also continues.” 

This first question almost of itself asks another : will a continuation 
of past rates of  gatitce be adequate for the problems of the future? 
To this question I am inclined to answer in two ways. 

_ First I think we would be running grave risks in military terms and 
im terms of our total position vis-a-vis other countries in the world 
if we did not establish as the goal of national policy an average annual 
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growth rate somewhat above the historical average. A 4-percent 
growth rate would require us to reach somewhat beyond what we have 
been doing on the average in recent years, but the reach is not so great 
that we should not be able to achieve it, A 5-percent growth rate in 
many respects would serve better as a goal or target, but by the same 
token, may be unrealistic in terms of what can be done, at least in the 
immediate years ahead. 

The second part of my answer to the question I believe is the more 
important part. This is that the quality and components of economic 
growth, whatever rate may be set as the goal, are more important than 
the overall amount, or at least equally important. Here, as a matter 
of my own preference and belief, 1 come down solidly on the side of 
those who argue for more and better social capital, in the form of 
schools, health facilities, basic natural resource developments, trans- 
portation improvements, vocational rehabilitation and training, and 
social welfare in the broad sense. I come down also on the side of 
those who argue that within fairly broad ranges we can afford and 
must provide the defense facilities and eaeipmneny deemed to be neces- 
sary for our own defense and for the military and economic support 
of friendly countries. Within the United States policies designed to 
foster expansion of basic, growth-producing industries can be favored. 

My reasons for these preferences obviously are not entirely, or even 
mainly, of an economic nature. But I do argue that it is the business 
of the economist in a meeting of this sort not to shrink from stating 
his policy preferences, especially when he thinks, as I do, that they can 
be accommodated economically. All of this, of course, means higher 
expenditures at the various levels of the Government and, inevitably, 
higher taxes if inflationary effects are to be contained. The relative 
shift in emphasis toward social and perhaps defense capital and toward 
growth-producing industries implies a shift in emphasis away from 
consumer goods and services, at least in the shorter run, toward invest- 
ment goods which support and make possible the building of schools, 
hospitals, dams, military security, ori beste industry. 

We have, therefore, not only the problem of stating our objective 
in terms of a higher rate of overall economic growth, but also the prob- 
lem of stating our objectives in terms of shifts of emphasis within the 
total. Here we vee tread on many toes. Any major shifting of 
emphasis in the way we compose our GNP and use it will be difficult 
and will have to be worked on in different ways. Partly it is a matter 
- of seeing the dangers in present trends and taking action to prevent 
them, partly it is a matter of the slow process of education and the 
change of attitudes and values, but most important, it is a, matter of 
inching forward through more appropriate policies. 

serene? REvss foray. Mr. Fisher, thank you very 
much. 

The next panelist will be Prof. Daniel Hamberg of the University 
of Maryland. Professor Hamberg? 


STATEMENT OF DANIEL HAMBERG, PROFESSOR OF ECONOMICS, 
UNIVERSITY OF MARYLAND 


Mr. Hampers. Thank you, Mr. Chairman. 
In the brief time at my disposal, I should like to address my gis 
pe 


ing remarks to the question of research and development. 
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cifically, I should like to draw the committee’s attention to our great 
ignorance on this subject, to possibly erroneous views relating to it, 
and to important issues of public policy bearing on this vital topic. 

Obviously, research and development are crucial factors in economic 
growth. Over the long haul, they are the ultimate source of new 
processes and new products. To the extent that new techniques per- 
mit lower costs of production by enabling us to produce more with 
given resources, they enable the national product to grow faster than 
the rate permitted by the growth in labor supply and capital stock. 
In this way, they allow a faster growth in per capita income than 
would otherwise be possible. If inventions take the form of new con- 
sumer products, they may reduce the burden of household chores, 
maintain or even raise our incentives to work, thereby resulting in a 
higher labor force participation rate, the holding of dual jobs, et cet- 
era, with further advantageous effects on the growth of the national 
product, total and per capita. 

There are countless other ways in which inventions affect our lives 
and livelihoods. In recent years, great stress has been laid upon the 
importance of finding ways of raising the rate of technical progress 
for reasons relating to both foreign and domestic policy. Implicit in 
this view are suggestions that technical progress may indeed be an 
object for policy and organization. 

Yet, notwithstanding the critical importance of technical progress, 
it is one of the least understood, and until very recently one of the 
least studied, subjects. Take the matter of invention (as opposed to 
innovation), for example, since this topic embraces the question of 
research and arm ee Who is doing the inventing? What are 
they inventing? y? How? What are the sources of finance? 
What is the influence of size? What are the advantages and disad- 
vantages of organized and individual research? What prompts some 
firms to be interested in research and other firms to be Nisinterested # 
What has been the impact of various aspects of Government policies 
bearing on inventions? On these and a host of related questions, there 
is little or no information. 

But this ignorance has not prevented us from forming some very 
hard and fast ideas about the origins of recent inventions, ideas that - 
have been reflected in important areas of public policy bearing on 
this crucial] matter. Again, let me take one important case in point. 

With the aid of an exceedingly skillful and elaborate advertising 
emt business management has succeeded in persuading the gen-° 
eral public, “expert” and otherwise, that the large corporations have 
become the cradle of inventions. Only these great firms, it is said, 
possess the resources to finance the skilled teams of scientists and en- 
gineers, working in splendidly equipped laboratories, that are now the 
providers of new production methods and new products. Small and 
medium size firms are reputed to be losing out in this process, and the 
individual inventor is said to have become as obsolete as the proverbial 
one-horse shay. 

How accurate a description of reality does this widespread view 
represent? And if correct, how: desirable is such a development ? 
By way of answering the first question, let me make brief reference 
be the results of some recent research and other sources of informa- 
ion. 
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A recent study of 61 important inventions that occurred largely but 
by no means exclusively, between 1900 and 1940, and chosen without 
previous knowledge of origin, revealed that two-thirds were the 
product of the research of individual inventors (who were respon- 
sible for over half of the 61) and relatively small firms. Among these 
were such diverse inventions as air conditioning, automatic trans- 
missions, catalytic cracking of petroleum, terylene, the cotton picker, 
the jet engine, the ballpomt pen, continuous casting and hot strip 
rolling of steel. 

Another recent study of a random sample of patentees disclosed 
that between 40 and 60 percent of the patentees could, by virtue of 
occupational or educational status, be said to have worked outside the 
organized teams of the industrial laboratories. This evidence igs 
enough to cast serious doubt on the belief that invention is now the 
bailiwick of the great industrial laboratories. 

It might also be well to note a few figures on research expenditures 
to gain some perspective on the sources of finance. In 1957 out of a 
total of some $9 billion spent on research and development Nprpetes 
$3 billion of Federal spending on missile development and testing), 
only one-third was supplied ay. rivate sources; the remaining two- 
thirds was supplied by the Federal Government for research and 
development for defense purposes both within and without the public 
sector. This information seems to indicate that the prodigibtid 
increases in corporate research and development spending since 1940 
about which so much has been heard, have been largely the result of 
Government financing for defense reasons. 

The same information also explains why over half of private re- 
search activity (as opposed to spending) is concentrated in a rela- 
tively few defense-connected industries, like aircraft, electronic and 
electric equipment, and atomic energy. In other words, most manu- 
facturing industries and firms have not shared in the s ar 
growth in spending on research and development. In fact other data 
show that most manufacturing firms, large and small, carry on very 
little of this activity ; they concentrate on manufacturing. 

Nor should this information be very rising. "he chemical 
and petroleum refining industries are suspend the only ones where 
heavy outlays on unsubsidized research are common. 

In contrast, the list of industries dominated by very large firms 
where interest in research has traditionally been at a minimum is im- 
‘pressive by its length and character. The steel industry is a notable 
ease in point. Since the turn of the century, this industry (partic- 
ularly the largest-firms) has not been noted for its progressiveness, 
and the biggest firm, United States Steel, has been notorious for its 
lack of interest in research. 

Virtually all the important advances in the methods of produci 
primary steel have come from outside the industry, or from smal 
firms within the industry. But there is no need to dwell on the steel 
industry. It has been said of the cigarette industry, dominated by a 
few large firms, that its members are almost totally innocent of any 
serious interest in research. In the equally concentrated auto indus- 
try, it is fair to say that. most of the recent engineering improvements 
have come from outside the large firms of this industry. Many, like 
the new suspension systems, were pioneered by small European con- 
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cerns, and others, like the automatic transmissions and power steer- 
ing, were largely the results of the work of individual inventors. 

The list of industries where relatively little is spent on research 
could be extended from the basic metals industries generally through 
the food products and agricultural machinery industries, both domi- 
nated by very large firms, to such other concentrated industries as 
plumbing equipment, linoleum, and meat products. 

I have set forth the foregoing information by way of raising serious 
doubts that the great industrial laboratories are now the respositories 
of research and invention that they have been miade out to be and to 
caution against the glib tendency to identify large firms with serious 
research interests. By itself, the perversion of reality that has been 
instilled in the public mind might be rather harmless. But, un- 
fortunately, it has come to be reflected in official attitudes and policies. 

Whether by design, or chance, or even administrative expediency, 
public policies bearing on the inventive process have had the effect of 

romoting the institutionalization of invention in the large industrial 
aboratories. 

Implicity or explicitly, these policies assume that large teams of 
organized scientists and technicians working under close administra- 
tive guidance, with their tasks and goals carefully preestablished, are 
indeed the best approach to invention. But it certainly remains to be 
established that there is a definite correlation between size of research 
organization and quality as well as quantity of inventive achievement. 

n the contrary, it is disquieting to hear of the number of research 
administrators who remark on the amount of piddling that goes 
on in the great laboratories and the heavy spending on marginal im- 
provements designed to maintain patent controls. And students of 
inventions have often commented on the number of truly important 
inventions that have been the work of individuals unassociated with 
an industry and thereby able to approach its problems with a com- 
pletely fresh and detached outlook. 

Thoughtful persons will wonder how much is lost in the way of in- 
ventive achievement when technical personnel are no longer free to 
follow their own bents and hunches, but instead are tied to posts erected 
by others. How much is lost in originality, in the quest for novel 
ideas, and novel aspects of old ones, as large research groups and 
institutions grow rigid in organization and outlook under the impact 
of increasing contrebisition of control, administrative and financial? 

d under such conditions how much resistance is offered to ideas 
originating elsewhere and outside the accepted modes of thought? 

These are all important questions that appear to have been over- 
looked in the efforts to encourage institutionalized research. Equally 
important, we actually don’t know what the answers to these ques- 
tions and those raised earlier are, because so little research in the area 
of research and development has been done. 

Representative Reuss. Thank you, Mr. Hamberg. 

Mr. Heymann, Jr., of the Rand Corp. 


STATEMENT OF HANS HEYMANN, JR., ECONOMICS RESEARCH 
STAFF, THE RAND CORP., WASHINGTON, D.C. 


Mr. Heymann. I have been asked to discuss Soviet economic 
_ growth, and I am not at all sure that my topic is relevant to the sub- 
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ject. matter to be discussed by this panel, but I am sure that the fact 
of continued rapid Soviet economic growth deserves the attention 
of this committee, and so I am only too glad to comment briefly on it, 

The main points I wish to make can be summarized in three sen- 
tences: 

(1) The Soviet economy in the past 7 years has been expanding at 
a much faster rate than the U.S. economy and, in spite of visible slow- 
down tendencies, it persists in a pattern of resource allocation that is 
highly conducive to further rapid growth in the next 7 years. 

(2) The Soviet leadership has made an international symbol out 
of its ambition to surpass the United States in per capita production 
by 1970 and, even though the Soviet economy will almost certainly 
fall short of this goal, the spectacle of continued uninterrupted So- 
viet economic progress is bound to exercise fascination and appeal in 
many parts of the world. 

(3) While Soviet total output will continue for many years to lag 
behind that of the United States, it is well to remember that national 
power does not rest on total output, but on a nation’s willingness and 
skill in using its output to support its policy objectives; in this sphere 
the Soviet regime enjoys advantages which even today have frighten- 
ing implications for U.S. security. 

Let me amplify each of these points briefly. 

First, the rate of economic expansion : There seems to be now a sub- 
stantial consensus among western economists that. the Soviet rate of 
industrial growth in recent years has been much more rapid that that 
experienced by the leading Western Powers. One very careful re- 
cent comparison of Soviet and United States industrial output for 
the period 1950-57 shows that, in the field of industrial materials, the 
Soviet economy during that period achieved an average annual rate 
of growth 414 to 5 times as high as that in the United States. Other 
independent estimates show that Soviet industrial output since 1950 
has been expanding at a rate between 9 and 11 percent per annum. 

There is no miracle or mystery about the speed of this expansion. 
It rests basically on the regime’s centralized direction and authori- 
tarian control of the nation’s resources. The time-tested mechanism 
by which the economic gains are achieved includes a forced high rate 
of capital investment, a structure of investment that favors the 
growth-producing industries, and a continuous influx of new labor to 
feed the manpower appetites of the growing industries. 

Now in recent years some slowdown tendencies have become evident 
in the Soviet rate .of expansion. In part these can be explained in 
terms of temporary bottlenecks resulting from bad planning; in part, 
however, they appear to reflect more permanent changes associated 
with growing economic maturity and declining labor supply. Inany 
case, Khrushchev, under his new 7-year plan, has had to accept a 
somewhat lower rate of growth than heretofore. But it would be a 
mistake to make too much of this retardation. The factors causing 
it do not add up to a critical weakness in the Soviet.economy, and we 
must expect further respectable rates of economic growth exceeding 
those likely to be achieved in the freeworld. ’ 

A word may be in order:concerning Khrushchev’s keynote slogan of 
catching up with America in per capita production by 1970. It seems 
to me that this propagandistic objective, for all its bravado, deserves 
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to be taken seriously, but not literally. By that I mean that it is most 
unlikely that the Soviet economy will in fact achieve parity of output 
anywhere near 1970, but that this is beside the point. In this competi- 
tion it is not the timing that counts, but the relative trends. -It is 
not the sudden tipping of the scales, but the gradual and pr ive 
erosion of U.S. superiorities one by one that would tend to be most 
demoralizing to the West and most welcome to the Soviet leaders. 
For this they may not have to wait till 1970. In all likelihood, even 
by 1965 the Soviet output of many basic raw materials and industrial 
products will at least approach and may well exceed that of the 
United States, and while this is not significant in itself, it would be 
sufficient to persuade many that the Soviet economy has attained the 
coveted position alongside the United States in the very front rank 
of the world’s great industrial powers. The spectacle of a Soviet 
economy successfully pursuing rapid economic growth with a sense 
of utmost urgency is bound to have a magnetic attraction for the vast 
parts of the world where rapid economic development has become 
virtually a prerequisite to political survival. 

Finally, I should like merely to observe that “growing” or “staying 
ahead” in total output is only one objective; from the national policy 

int of view it may not be the most important objective. A superior 
level of output may be desirable for a variety of reasons, but it does 
not automatically denote national power. A superior U.S. output ca- 
pacity is important only to the extent that it is effectively enlisted to 
serve the national interest. In other words, national power does not 
rest on total output, but on the efficiency and consistency with which 
the Nation is die to use its output to advance its policy objectives. 
In this respect the Soviet Union, with its overwhelming centralized 
direction of resources, has distinct advantages which tend to offset its 
inferior resource base. With an output capacity a good deal less than 
half of ours, the Soviet leaders still manage to divert such a large pro- 
portion of their resources steadily, year after year, to their national 
aims that, in at least two important areas, they have essentially 
achieved parity with us already: in the ability to cancel out much of 
our military power, and in the ability to use their economic resources 
abroad as an effective instrument of foreign policy. Clearly, the 
challenge of Soviet economic growth does not lie in the distinct future. 

Representative Reuss. Thank you, Mr. Heymann. 

Would you identify for the record just what the Rand Corp. is? 

Mr. Heymann. The Rand Corp. is a private nonprofit organization 
engaged in a program of research and study primarily on problems 
of national defense for the U.S. Government. I should like the record 
to show, however, that I am here speaking only for myself and that 
my testimony does not necessarily reflect the views of the Rand 
Corp. or of any agency with which it is associated. 

Representative Reuss. Thank you. 

Mr. Robert E. Johnson of West Electric Co. 


STATEMENT OF ROBERT E. JOHNSON, ECONOMIST AND ACTUARY. 
WESTERN ELECTRIC CO., INC. 


Mr. Jonnson. Thank you, Mr. Chairman. 
The present standard of living of the American people is a monu- 
ment to the research and development of the past. Every projection 





268 ECONOMIC REPORT OF THE PRESIDENT 


T have seen of the future of the American economy—and there are 
many—contemplates further increases in the output per man-hour. 

This follows from the ever-increasing emphasis on research and 
development. As Sumner Slichter brought out last May in his talk 
before the. National Science Foundation’s Conference on Research 
and Development and Its Impact on the Economy, it has become an 
industry—I suspect a $10 to $12 billion industry. Research and de- 
velopment today is an organized effort to pierce the frontiers of 
knowledge which, for the most part, tends to be concentrated on 
particular problems in the physical and engineering sciences designed 
to achieve specific end results, 

Incredible advances have thus been made in the improvement of 
the well-being of the American people, with the result that as a nation 
we are better fed, better housed, and better clothed, yet with more 
leisure and less effort than recorded history has even known. 

Concurrently with the ever-increasing complexity of the American 
economy, there has been a lag in research in the nonphysical applica- 
tions, perhaps understandably, since the major emphasis has been 
placed on the physical applications. This is illustrated by the at- 
tached chart published in the June 1958 issue of Fortune magazine, 
developed from data prepared by the Federal Reserve Board and the 
Departments of Commerce and Labor, which clearly brings out in 
the left-hand graph the disproportionate growth in salaries as com- 
pared to wages. The right-hand side of the chart brings out the 


increased output per man-hour of production workers compared with 
the stability of output of the nonproduction workers. 
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Mr. Jounson. Hence, research in this nonphysical area may well 

contribute greatly to the increase in productivity over the next decade, 
Military research in computer hardware and the mathematical solution 
of different problems has stimulated many of us in business to explore 
these tools for their potential use in improving ‘the logistics bile of 
business. Although the operational problems involved are most com- 
plex, we are now beginning to visualize the significant potential that 
these tools have in solving many problems with a resultant reduction 
of the cost in the logistics area. 

Work which we, at Western Electric, have done using the mathe- 
matical techniques of linear programing has reduced transportation 
costs up to 30 percent in one case. The use of this tool has aided in 
the selection of new plant sites by providing evaluated transportation 
costs for alternative locations. Similarly, the allocation of products 
as among various plants has been achieved so as to minimize trans- 
portation costs. 

The use of mathematical formulations and computer techniques in 
the areas of inventory requirements, economic production runs, and 
production scheduling have in some cases reduced inventories, in other 
eases the costs of setups have been reduced. These savings have con- 
tributed to reduced costs and improved productivity. Simultaneously, 
such techniques have stabilized both production and inventories while 
adapting to dynamic changes in demand. 

Scientific sampling techniques have been tested in auditing, quality 
control, and a number of other areas. While maintaining the quality 
of the function, cost reductions of as much as 50 percent have been 
realized. , 

We have experimented with these mathematical tools in many other 
areas, such as maintenance of plant facilities, forecasts of sales, lost- 
time accident improvement, et cetera. We see the possibility of in- 
creasing areas of usefulness as we gain more experience. with these 
tools. Considerable basic research will be needed to gain the full 
potential benefits. 

Looking to the economy of the country in the aggregate, to the 
extent that these nonproduction costs can’be reduced productivity will 
be increased. To the extent that these tools will aid in recognizing 
sooner the swings of the business cycle, thereby advancing the timing 
of the contracyclical measures by millions: of American Es 
we may reduce the amplitude of the business cycle and its waste of 

- resources. 

Let me comment briefly on the potential impact on employment, 
Although any increase in output per man-hour decreases the demand 
for labor to produce the same volume of goods and services two con- 
siderations may be worth noting: 

First, the results of research and development do not have a sudden 
impact. There are justnot enough trained people in this field to do 
everything at once. Hence, the results will trickle into the economy 
even with the most optimistic concepts of achievement. 

Second, in the long run we have every reason to anticipate that 
the benefits will be distributed in three ways: 

(a) We may expect research and eto to continue to pro- 
duce new kinds of goods and services which in turn: will create new 
sources of employment and higher standards of living. 
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(6) We may expect that many present goods and services will be 
cheaper relative to consumer incomes, thus permitting the satisfaction 
of more wants of consumers, and thereby further increasing the 
standard of living. 

(c) We may expect some of the increase in output - man-hour 
to result in fewer hours of work per lifetime in the form of more 
holidays, more vacations, more education, and longer retirement. 

Representative Reuss. Thank you, Mr. Johnson. 

Mr. Herbert E. Striner, economist at the Johns Hopkins University. 


STATEMENT OF HERBERT E. STRINER, OPERATIONS RESEARCH 
OFFICE, JOHNS HOPKINS UNIVERSITY 


Mr. Srrier. Mr. Chairman, I want to thank you for the oppor- 
tunity you have given me to discuss with you some of the problems 
which exist with respect to regional economic analysis, as well as the 
importance of this type of analysis in any inquiry pertaining to 
national economic growth and development. Allow me to start with 
this second point first. 

To begin with, I should define the term “region.” As you probably 
know, given four people who are asked for such a definition, you are 
likely to get at least four different answers. For our purposes, however, 
let us accept as a region any identifiable geographical area, whether 
a county, river basin, city, State, or combination of such units. In 
reality, the area will abn sense only when we know what type of 
question we are dealing with. 

Now, national economic growth, no matter how growth is defined, 
must always be the sum total of the growth and development of the 
components parts—or /regions. ! National economic growth is ad- 
vanced or retarded as our regions progress or stagnate economically. 
To obtain maximum regional economic growth and development, it 
would seem to me that several facts of life must be recognized and 
faced up to, whether they be pleasant or not. To begin with, while 
we all recognize the fact that this is a dynamic world in which we live, 
and this is a continuously changing economic and social scene, we often 
seem to avert our eyes from this same reality when specific regions are 
involved. 

When regions or communities are threatened by such problems as 
import competition, changes in taste or domestic demand for local 
products, the shift of population to other areas, the tendency is usually 
to attempt to maintain the situation as it had existed up to that point. 
However, pom the everchanging nature of the types and magnitudes 
of demands for goods and services, a region must always hold itself 
ready to alter its patterns of thought about what it can produce and 
sell with greatest. benefits to itself. 

It is important to recognize the fact that change is always with us, 
and can serve as well if we are sufficiently flexible and are ready to 
revamp and redevelop our regional economies in a manner best cal- 
culated to get the most from our resources. Not to do so frequently 
means subsidizing outmoded and costly production techniques, low- 
pate and costly raw materials, and uneconomical uses of resources, 

uman and otherwise, which could be highly productive. 
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Federal policy should seek to aid or stimulate regions to know them- 
selves better, and view themselves as collections of resourees probity 
capable of satisfying many different types of demand. Catalysts and 
incentives should be provided to undertake such appraisals, or re- 
appraisals, as various types of situations may determine. And this 
is applicable not only in the case of depressed areas and newly develo 
ing areas, but also in those areas which, though not depcoued , may st 
desire to use their resources in such a manner as to maximize their 
economic growth. I would stress this latter type of situation with this 
committee. In the last Congress there were introduced various area 
development bills. 

I believe the chairman, Mr. Douglas, is in the process of doing so 
now. 

All were standard in their approach, that is to say, they sought to 
help communities which, according to specific criteria, qualified as 
-depressed areas. 
f would submit that more important gains in economic growth and 
development of our national economy may result from a policy which 
seeks to provide incentives to all communities to maintain a flexible 
and dynamic attitude with respect to new markets, new development, 
and new community enterprises which:can increase the rate of growth 
of the areas 96) sii io 7 

The incentives may consist largely of relatively inexpensive, though 
highly expert, advice on planning, marketing, resources development 
and allocationyand a whole host of similar factors affecting develop- 
ment and growth. 

.. Federal policy.thus far‘has not envisioned this broader program to 
provide advisory, consultative; and perhaps some investment aid to 
forward-looking communities which want to inerease their rate of 
development but lack the proper degree of depressed ‘circumstances 
to qualify. of 
: The second point I wish to discuss this morning has to do with 
problems of regional economic analysis. Let me dwell on the chief 
problem—relevant economic data for regions. 
- Your committee has in the past indicated the great need for regional 
statistics. I cannot sufficiently emphasize the importance of this posi- 
tion. Regions are hampered in many types of analysis or self-evalua- 
tion because of the lack of up to date, sufficiently detailed statistics 
concerning the area. Communities which have increasingly become 
interested in the possibilities of well-designed development of their 
resources and promotion of profitable trade relations are me 
frustrated at the very outset by the sparseness of timely, detail 
egional data. 
il might add that in industry, numerous companies are adversely 
affected in their ability to undertake market analysis, production 
scheduling, materials purchases, and investment programing ‘because 
of the lack of regional economic data. These companies frequently feel 
the effects of regional shifts in demand or eupplier Botts bette th 
‘are able to take account of these changes in their plans. More detail 
and timely regional data could be’of importance in preventing variotis 
situations which impair the use of our national economic capacity 
and hinder economie growth: ° " — 
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- In conclusion, I. would be happy to further detail this very general 
statement should members of the committee so desire. 

Thank you, gentlemen. 

Representative Reuss. Thank you, Mr. Striner. 

The last panelist is Mr. Alan T. Waterman, Director of the National 
Science Foundation. 


STATEMENT OF ALAN T. WATERMAN, DIRECTOR, NATIONAL 
SCIENCE FOUNDATION 


Mr. Waterman. Mr. Chairman, I shall only summarize some of the 
highlights in my statement because it is very long. 

I want to begin by saying that I am not an economist. I ama 
scientist and administrator of science so that what I shall have to 
say will deal with the relations between science and the economic 
strength of the country. 

In the first place, it is not usually understood that science is at the 
beginning of these things and what we are really talking about in the 
effect on the economy is technology. 

Science is a study that gives us a knowledge of man and the uni- 
verse and when we understand these things we can then begin to 
apply them. Technology goes from basic research, then, which is 
the province of science, into applied: research, which is commonly 
understood, and then development, test, and production, sales, and 
distribution. | | v 

The whole thing, technology, is really what affects the economy. 

Now, the first, basic research, is apt. to be misunderstood. It is 
a vague thing and the important thing, it seems to me under present 
economic conditions—and some of the other speakers at this table have 
mentioned this—is that. basic research is apt to receive less atten- 
tion, particularly in times of stress when there are many things that 
need to be done at once. © Part of that reason is an inadequate under- 
standing of what basic research really is. 

‘I might illustrate by some cases. 

In the first place, there are different types of basic research. Take 
the research that led to the transistor. That was a deliberately 
geones piece of basic research. The Bell Telephone Laboratories 

evoted 5 years to basic research to understand how certain materials 
transmitted electricity, poor conductors of electricity. After that 
understanding they could then make the development. | 
- Another ithastration which is quite different is the discovery of 
X-rays which could not have been looked for because no one knew 
they existed. Therefore, you might say this discovery was made by 
accident, dué to a very keen investigator looking at. discharge of 
electricity through a tube filled with air at low pressures. 
_ Still another type was the use of imaginary mathematical quanti- 
ties. At the time, even mathematicians could see no utility in this 
whatever. Now, today, every research engineer has to know how to 
use imaginary quantities to do his job effectivel 


_Perhaps a more dramatic case is the story oF helium. Helium was 
discovered as a gas in ‘the sun back’ in the last century by a man who 
was only trying to find out: what the sun was made of. It was not 
known to-exist on the earth. This was, therefore, very basic research. 
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For a long time we did not know it existed on the earth but just be- 
fore the turn of the century, it was discovered to exist in a very tiny 
amount in the atmosphere. For a long time it was peculiar because 
no one could succeed in making it a ae as with other gases. Final- 
ly, this was done in a laboratory and in the process proved to come 
come to the lowest possible temperature, absolute zero, than any other 
method—only 4° C. away from absolute zero. 

The effect of that in research was astonishing because it was found 
that when you cooled liquid helium to about 2° from absolute zero, 
it had some astonishing properties. 

At this temperature metals like lead and tin became supercon- 
ductors of electricity. That is to say they had no resistance, ap- 

arently, to the flow of electricity in them. You can imagine the 
interest this caused. 

The great cost in our electrical power problems is in the trans- 
mission line due to the resistance of the line. If we could find-out how 
these metals conduct electricity perfectly at such temperatures and 
apply that to transmission lines, at ordinary temperatures there would 

an enormous saving. 

A variety of liquid helium, within 2° of absolute zero, seems to have 
extraordinary properties in connection with conduction of heat. It 
is 10 times better than copper or silver. If we could find out what 
causes this we could improve materials in the same ratio, perhaps, at 
ordinary temperatures. 

Finally, this variety of liquid helium flows almost without friction, 
It isa perfect fluid. You can take a little tube of air and put it under 
high pressure, make a hole in the tube so small that it takes several 
hours for only, say, 10 percent to come out the hole and then, if you 
put this liquid helium in it under no pressure but its own weight, it 
comes out in a few seconds. In other words, it flows with almost the 
absence of friction. 

If we could find out why this is true, we might improve the proper- 
ties at ordinary temperatures. We have not done so, but my point is, 
these are inviting possibilities and, if we could learn how liquid helium 
does these things, you can imagine the effect on industrial applications. 

This is a case where we have no answer yet but it illustrates some 
of the important features of basic research. 

Now, helium itself has other uses, as you know, for balloons and 
for shielded welding and other uses which are incidental and impor- 
-tant. The supply is limited, by the way, in this country and the 
Department of Interior presented a bill to Congress last year to con- 
serve its supply. . 

Incidentally, helium is the only means we know to get that close to 
absolute zero, so that if we lose it we lose the opportunity to do basic 
research at these very low temperatures, and lose further opportunity 
to understand these remarkable phenomena. 

To go back to the broader theme, what technology has to say about 
the economy in the first place, as everyone understands fairly well, 
is that we would like to see the avoidance of wastage; for example, by 
attempts to develop things prematurely or inefficiently. 

A good illustration where this enters is if one is to do a crash 
program. As industry knows, this is far from an efficient — to do 
things. This can be avoided simply by doing more research ahead of 
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time so that basic research and research in general is very much 
needed in long-range planning in technology. 

Second, we should develop our full potentialities with respect to 

technology. This means exploring all the possibilities in research 
that we ‘Tave competent manpower to engage in the work. Funds 
required for such research are relatively et small. 
Finally, we should concentrate on essential developments as far as 
possible. We should establish priorities for developments to be 
undertaken, and that is a very troublesome thing as industry well 
knows. Industry, of course, knows this technique extremely well. 

Where I would come out then in the situation where one wants to 
keep the economic strength of the country strong and at the same time 

rotect the national security and all that goes with that is as follows. 

he logical thing, it seems to me, is that we must bend every effort to 
discover the possibilities of science. This is done through basic 
research, 

Incidentally, by doing that, we train scientists and engineers because 
they all must use basic research to get their training. The logical 
place for this, of course, is the universities. 

Having discovered the full possibilities, then to keep the economy 
strong and not run that in jeopardy, one has to make a selection of 
what are the high priority developments to undertake. To a scientist 
it looks that simple. 

I know that the process of achieving it is not simple but in principle 
this logic seems sound. 

Above all, what we must aim for, broadening the scope still more, 
is quality: quality in the discovery and use of our resources; quality 
in the training of our people for science or any other thing; and 
finally quality in their performance, seeing they have the things they 
need and are ready to work. So that, in the last analysis, if one were 
to make a single slogan for the economic strength of the country, I 
would say it is to cultivate an atmosphere whereby every individual 
develops his talents to the fullest. Everyone who does that will not 
only have a more rewarding career and a happier career, but he does 
a service to his country and to the world. 

(Mr. Waterman’s complete statement follows :) 


STATEMENT OF ALAN T. WATERMAN, DrREcTOR, NATIONAL SCIENCE FOUNDATION 


Mr. Chairman, members cf the Joint Economic Committee, I am happy to 
have the opportunity to meet with you here today and to discuss with you some 
matters of mutual interest. All of you, I am sure, are aware of the fact that 
I appear before you as a scientist and science administrator—certainly not as 
an economist, for I can claim no expert knowledge in that field. Nevertheless, 
I feel that scientists and economists have a great deal to say te each other and 
that the national welfare is fostered by a deeper understanding on both sides. 
One of the special features of our time is the increasing extent to which the areas 
of national interest bear one upon the other. I believe the modern view of history 
is that it is not realistic to sort into discrete categories political, economic, socio- 
logical, and technological factors, and today we seem to realize, as never before, 
perhaps, how closely these elements are interrelated. 

The National Science Foundation, as you know, was established by Congress 
9 years ago. Along with other functions it was directed “to appraise the impact 
of research upon industrial development and upon the general welfare.” Con- 
gress thus clearly identified research and development with the national welfare. 

Our principal efforts are directed toward the support and encouragement of 
basic research and education in the sciences, but we are also concerned with 
the measurement of research and development in its relation to the overall 
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economy. We have assigned to a special'staff the task.of gathering and analyzing 
a wide variety of data pertaining to the total research and development effort ‘i 
the United States. 

More and more emphasis is being given to research and development in’ the 
analysis of long-term growth as compared to the somewhat more traditional 
factors, particularly capital expenditures and population. The 1959 Economie 
Report of the President has ealled attention to the extremely important role that 
research and development contributes to the growth of the economy. The Com- 
mittee for Economic Development in its report on “Economic Growth in the 
United States” gives prominence to the forces of “technical change and ad- 
vancement.” It is also significant that investment analysts lay stress on the 
research activities of individual companies as an indication of past and potential 
growth. 

Prof. Sumner Slichter, in an address prepared for an NSF Conference on Re- 
search and Development and Its Impact on the Economy, stressed the economile 
significance of research : 

“Technological research has three characteristics that give it far-reaching 
economic significance. The first of these characteristics is that it greatly in- 
crease the capacity of the economy to raise the demand for goods. It is obvious 
that technological research increases the capacity of the economy to raise pro- 
ductivity. Less obvious and indeed generally overlooked is the fact that research 
gives the economy the capacity to bring about planned increases in the demand for 
goods—both by creating new demands for consumption goods and by creating new 
investment opportunities.” 

In decribing the part of technological research that can be carried on for profit, 
Professor Slichter coined a particularly happy phrase. He called it the “in- 
dustry of discovery.” 

Certainly, when we examine the magnitude of growth of research and de- 
velopment in the United States, it is apparent that it has indeed assumed the 
dimensions of an industry. 

Our studies indicate that the national research and development effort cur- 
rently stands somewhat above $10 billion. Despite the decrease in the value 
of the dollar, this figure is in striking contrast to the annual rate of less than half 
a billion dollars being spent for research and development before World War II. 
The rate of growth is dramatically illustrated by the fatc that the figure has 
doubled since 1953, when the total stood at $5.4 billion. 

I do not wish to burden you with figures, but I believe it is germane to this dis- 
cussion to examine the relative apportionment the research and development 
effort has among industry, government, and universities and other nonprofit 
organizations. In terms of performance—that is the sector by which the research 
and development is being done—industry accounts for approximately 70 percent, 
government about 20 percent, and the universities and other nonprofit institu- 
tions for the remainder. 

In terms of support—that is the sources from which funds for research and 
development are derived—Government finances somewhat more, and industry 
somewhat less, than half the total, with the universities and other nonprofit 
institutions accounting for a relatively small remainder. 

Let us turn now to a brief analysis of the economic implications of research 
and development. I should like to stress that these are more significant in a 
long-run perspective than for the short run, Research and development requires 
long-range planning just as capital expenditures require such planning. The 
long-range aspect was emphasized during the recent recession when research 
and development expenditures increased in contrast to capital expenditures, 
which decreased. 

It is recognized that research and development creates new products, and in 
turn new demands and new capital expenditures. Increased productivity is 
brought about by improved processes, and this serves to enlarge per capita 
income and to counteract inflationary effects in the economy by bringing about 
a lower cost per unit of production. 

Organized labor is actively, and quite properly, concerned lest automation and 
the growth of mechanized processes result in widespread unemployment. We 
cannot say that such fears are groundless, but the overwhelming. evidence of 
history is that new laborsaving devices ultimately create new industries, new 
investment opportunities, and new employment, Organized labor realizes that 
the industry of discovery leads to new products, and will, in many cases, open 
up new employment opportunities. If the period of transition to these new jobs 
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is managed wisely, there is little reason to fear technological unemployment. 
However, ‘as technology develops, more and more of the present-day human 
chores will be taken over by machines. This leaves us with two choices for the 
future: a continuing reduction in the workweek'and more leisure, or a continued 
striving for higher productivity and even higher standards of living. The latter. 
objective should be encouraged. 

Research and development has the added virtue of producing a leavening effect. 
Thus the results of research in one industry may help to increase production not 
only within its own ranks but in other industries as well. A good example of: 
this is the electronic computer. Since World War II its uses have grown and 
multiplied until now, in addition to its use as a research tool, it is also to be 
found in a wide variety of industrial and commercial uses. 

It is significant that industries with a high growth factor are, in most cases, 
the highest in relation to the percentage of total expenditures devoted to research. 
The pharmaceutical industry with its constant stream of new drugs is a prime 
example of a growth industry. Drugs and medicines research and development 
expenditures average 7 percent of sales, but some of the firms in this industry 
have ratios as high as 15 precent. The electrical equipment industry devotes an 
average 6 percent of every sales dollar to research and development while the 
professional and scientific instruments industries average 5 percent. 

Although it is obvious that research and development bears a direct relationship 
to the growth of individual companies, explicit data to support this conclusion 
are lacking. The Foundation is therefore sponsoring a detailed study of this 
subject, being carried on by the Case Institute of Technology. 

The beneficial effects of research and development upon the economy are such 
that even the millions of dollars expended annually on military research and 
development ultimately have an impact on the civilian economy. One may cite 
as the most obvious examples some of the fruits of World War II research, such 
as the immense electronics industry, the rapidly developing use of jet aircraft 
for civilian travel, and such important medical discoveries as penicillin and DDT. 
Ina recent telecast, Professor Slichter went so far as to say that—’* 

“Well, I wonder whether the long cold war is a net burden or not. Ina sense, 
it is. If we didn’t have to spend this money on defense, we'd spend it on con- 
sumption. But many of these defense expenditures are research expenditures 
and exhilarate the technological development. Certainly, the cold war is bring- 
ing faster technological change, faster increases in productivity than would 
otherwise have occurred. One could make a pretty good case for the proposition 
that the cold war has paid for itself.” 

In considering the influence of research and development upon the economy, we 
must also bear in mind the extent to which research and development helps to 
stimulate primitive and underdeveloped economies of other nations. Our post- 
war foreign policy has been distinguished by the clear recognition that economic 
oe is a necessary concomitant to political stability and the encouragement of 

emocracy. 
Q As President Frondizi of Argentina recently stated in his eloquent address to 

ONgTess : 

“Without national development no welfare or progress can exist. When there 
is misery and backwardness in a country not only freedom and democracy are 
doomed but even national sovereignty is in jeopardy. The Latin-American 
peoples must face this truth, and attack the very roots of the evil. To this end, 
they. must change an economic structure that has become a factor of stagnation 
and poverty. Our countries must decide, therefore, to make use of all their 
resources, to mobilize all the available energy, and to take advantage of all the 
technical and scientific progress of our time. 

* * * * * * + 


“It is a problem that fundamentally concerns us, the Latin Americans, but 
from which the United States cannot stand aloof. You cannot remain indiffer- 
ent to the fact that millions of individuals lead a life of hardship in the 
American Continent.” ' 

A recent study by the Committee for Economic Development is of interest in 
this context.. Fifty scholars and leaders in public affairs throughout the world 
were invited to submit essays on “The Most Important Economic Problem to be 


1“Where We Stand II,” CBS—Television network broadcast, Sunday, Jan. 4, 1959, from 
4 to 5 p.m, e.s.t. . 


2 New York Times, Jan, 22, 1959. 
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Faced by the United States in the Next Twenty Years.” Although these scholars 
represent a wide spectrum of economic and political philosephy, the majority 
agreed upon two important points: 

(1) That the long-term economic growth of the United States would continue, 
and (2) that the most important economic problem confronting the United States 
is the problem of the underdeveloped nations of the free world. One contributor 
to this study, A. K. Cairncross, of the University of Glasgow, declared: “The 
greatest economic problem facing the United States is not how she can raise her 
own standard of living but how she can harmonize her economic development 
with the worldwide process of growth.” 

Thus, the future holds two great challenges: the ever-growing opportunity to 
achieve our own potentials for growth and expansion; and the urgent need to 
assist and cooperate with the great underdeveloped countries of the world at the 
threshold of their own eras of industrial development. In both these areas, 
research and development is one of the key factors. 

As far as the underdeveloped countries are concerned, technology holds further 
potentialities: new methods for producing food, power, and consumer goods in 
areas where conventional methods are unadapted or impractical. For example, 
although it may be uneconomic to produce electricity from atomic energy or solar 
energy in this country for the foreseeable future, these methods may prove 
eminently practical at a much earlier time for nations such as India, where 
conventional power sources are limited. 

In a recent public plea for increased economic aid to the underdeveloped 
nations to be made available multilaterally, Mr. Paul G. Hoffman pointed out: 
“* * * that the underdeveloped countries offer the largest potential consumers’ 
market in the world. They are spending twice as much on our goods as they 
did at the end of World War II and five times as much as in 1938. As they 
develop, so will their purchasing power and our exports.” 

Thus far, gentlemen, I have been talking largely in terms of applied research 
and technology. But as you know, my principal concern is for the proper sup- 
port and encouragement of basic research, that deep well of ideas into which 
we are constantly dipping for material that can be exploited and put to practi- 
cal use. The well is in danger of running dry unless we are careful to see 
that it is fed by a vast network of life-giving streams. For years, those of us 
who have been concerned with the research activities of our colleges and. uni- 
versities have pleaded for more support for academic research, both as an 
intellectual resource and as the basis for applied science and technology. The 
National Science Foundation was set up to provide a focal point within the 
Federal Government for such efforts. Now the support of basic research is 
being urged on much more pragmatic grounds. Only recently Dr. Wernher. 
von Braun, the Army’s missile expert, declared : 

“For years we have been talking too much about hardware, and too little 
about filling the vat of knowledge. We have been taking from that vat for years 
and putting little or nothing back in. Now we are scraping the bottom.” 

Dr. von Braun went even further and declared : 

“I think a breakthrough by us is highly unlikely because our research pro- 
grams are so terribly underfed. 

“A breakthrough by the Russians, putting them even farther ahead, is much 
_ more probable.” 

Dr. von Braun proposed that a 10 percent “surcharge” be added to all missile 
development contracts, to be devoted to research “to advance the art.” 

A similar view was recently advanced from quite a different source. J. A. 
Livingston,’ business columnist for the Washington Post and Times Herald, 
referred to a recent address by Stahrl Edmunds, former staff economist at the 
Ford Motor Co., who spoke on the poverty of basic ideas currently afflicting 
American business: 

“Today,” says Edmunds, “we have no backlog of ideas to draw wu 
readymade product for readymade wants. More-of-the-same mentality will lay 
an egg and it won’t be golden. We have enough plant capacity to satisfy 
demand for the goods that go into the present standard of living. We require 
new products to launch a new long-term business cycle for the 1960’s, just as 
the great missile and rocket advances were needed to launch the military inte 
the space age.” P ” 


® Washington Post and Times Herald, Jan. 23, 1959. 
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The advocates of greater support for basic research must inevitably face the 
question: “What good is it?” It is always possible to answer this question 
retrospectively because the history of applied science and technology is essen- 
tially the story of basic discoveries that were put to useful purposes. It is less 
easy at the time, however, because it is not possible to look ahead and predict 
exactly what applications may derive from the solution of the basic problems 
at hand, Sometimes, however, it is possible to make an educated guess regard- 
ing the potentialities of a new discovery. The story of helium is a case in 

int. 

Py delium was first discovered as an element in the solar spectrum by Sir Norman 
Lockyer in 1868. It was not known on the earth until 1894, when it was dis- 
covered by Sir William Ramsay among the gases he obtained by heating cleveite. 
Great difficulty was experienced in liquefying this new gas, but a Hollander, 
Kamerlingh Onnes, finally succeeded in liquefying it at about 4° above absolute 
zero. For this achievement he received the Nobel price in physics in 1913. 
Onnes’ work in the liquefaction of gases became the basis of the famous Leiden 
eryogenic laboratory, a laboratory devoted to the study of the physical properties 
of bodies at very low temperatures. These studies revealed, among other things, 
that at very low temperature, a form of liquid helium takes on qualities of super- 
conductivity, i.e., it has no resistance to the passage of electricity. If it were 
possible to make a superconductive power transmission line, costs could be ma- 
terially decreased. Also, liquid helium is a better conductor of heat than copper 
and silver, our best conductors to date. In addition to its quality of supercon- 
ductivity, liquid helium is a perfect liquid—that is, it flows with no friction. 
These phenomena are not as yet understood. 

To date, helium has been found to have a number of uses: The compressed gas 
is used in guided missiles to force out the highly inflammable liquids or gases; 
to replace hydrogen in balloons; in welding, to shield the work. from oxidation 
by the air or actual burning in case of inflammable metals like magnesium; it 
is also inhaled by divers and aviators to replace nitrogen in their blood, thus 
preventing the painful and dangerous disease known as the “bends.” However, 
these uses are relatively minor compared to the potentialities that could be real- 
ized if we were able to master the phenomena associated with the behavior of 
helium at very low temperatures, 

Helium is found only in the United States and recently in the U.S.S.R. It 
is found in oil wells and is associated with the presence of natural gas. At the 
present time in the United States, the Federal Government is the only agency 
collecting and preserving helium, and only doing so in a limited way. In most 
wells it is simply dissipating into the atmosphere and at the present rate it is 
estimated that it will all be gone by 1985. Clearly, helium represents a very 
basic and unique resource, with significant. potentialities for practical applica- 
tion, once its phenomena are fully understood. We cannot say with assurance 
now when or how we may learn to capitalize on the remarkable properties of this 
element, but certainly they are worth our study and further research. 

To return to the question of the desirable level of support for basic research, 
I should like to point out that of the $10 billion, which we estimate is currently 
being expended for research and development in this country, only a small frac- 
tion—something slightly more than 6 percent—is being expended for basic re- 
search. All the rest represents applied research, development, and test engi- 
neering, whose costs are much higher. 

Actually, a more generous measure of support for basic research would ulti- 
mately reduce developmental costs by disclosing the ideas and avenues of ap- 
proach that could be most profitably explored. Furthermore, wise expenditures 
for basic research can be used to reduce economic loss. Let me give you a 
couple of examples in the field of meteorology. The petroleum industry indi- 
cates that $100 million annually would be saved if the accuracy of seasonal 
forecasting could be improved by 10 percent.*. The Standard Oil Co. of New 
Jersey employs on its staff a statistician, Mr. C. A. Wright, who analyzes 
caer Bureau data from 55 cities for the last 50 years. Mr. Wright points 
out that: 

“Tf we should underestimate the demand for furnace oil, our refining affiliates 
would have to resort to uneconomical eee schedules or emergency trans- 


Oct : V, perkner, “National Science Policy for thie Space Age,” University of Buffalo, 
363795919 ; 
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portation to keep customers supplied. On the other hand, if we overestimate 
customers’ needs, storage becomes a headache.” 

It is further pointed out that “A deviation of just 1 degree-day can 
demand up or down by 93,000 barrels.. An increase of 1 degree-day for each 
in the heating season would boost east coast demand by some 18 million barrels,’ 

Recently, Mr. Thomas Malone, meteorologist and director of research of the 
Travelers Insurance Co., pointed out in an address at the National Science 
Foundation, that something like $700 million is paid out by insurance companies 
as a result of storm damage in the United States in a single year. At the same 
time, Mr. Malone indicated, the United States is expending less than 10 cents per 
gainfully employed worker on basic research in meteorology. 

Dr. Edward A. Ackerman, deputy executive officer of the Carnegic Institution 
of Washington, suggests® that we could afford 10 or 25 times that amount for 
fundamental research on the atmosphere. Dr. Ackerman’s remarks were made 
at a recent symposium on weather modification, where all three of the panel 
members were in agreement that advances in weather modification are wh 
dependent upon the acquisition of fundamental knowledge on meteorological 
processes that we do not now have. 

In making a strong plea for support of basic research, I am, of course, directly 
concerned with the research that is carried on in our colleges and universities, 
At the same time, I feel that industry, too, has a definite responsibility in this 
area and could do a great deal more along these lines. The Federal Government 
is providing support for research in academic institutions, and we should like to 
see industry increase the support it is giving such research. Additional tax or 
other incentives might be considered as a means of increasing industrial support 
of basic research in the universities. At the same time, we should like to see 
industry expand the basic research efforts of its own laboratories. 

I have already indicated that our NSF studies show that those industries with 
the highest level of research activity are also among the industries showing the 
greatest margin of profit. Dr. Guy Suits, vice president for research of General 
Electric has said * “If you do not expect to be in business 5 years from now, there 
is no need for expenditures for basic research * * *.” Since industry is the 
largest consumer of the fundamental ideas uncovered by basic research, it should 
be willing to make it own contribution to the storehouse of new knowledge. 
Industry enjoys.a number of advantages. which should serve to stimulate its basic 
research activities: 

(1) Industry employs the largest number of scientific personnel. Nearly 
three-quarters of a million scientists and engineers were employed by American 
industry as of January 1957. This total included 528,000 engineers, 152,000 sci- 
entists, and 58,000 administrators of scientific and engineering activities. Al- 





























































































































development activities. The 738,000 scientists and engineers employed in the 








mately two-thirds of all scientists and engineers in the Nation. 

(2) In general, industry can afford the most modern laboratories and the 
largest and mosf expensive equipment. Some portion of these facilities should 
be devoted to basic research. 

(3) Industry is able to pay the largest salaries for scientists, engineers, and 
technical personnel, and hence is always able to attract competent people. 

Industries that now support basic research realize that its importance lies, 
not in the individual projects supported, but rather’ in the whole complex of 
research activity. The Du Pont Co., for example; reports that on the average 
only 1 in 20 of its research projects has proved successful. 
course, cannot be predicted in advance.) Yet the basic research program of 









































too, industrial companies are coming more and more to recognize that in order 
to maintain progressive and successful research programs, they are obliged 
to provide basic research in order to attract truly creative people. People 














satisfied to spend their time working on the applications of other men’s ideas. 
In closing, I should like to cite one further aspect of research and develop- 
ment that is closely identified with the operations of our economy and that is 















5 “Prophet Mixes Oil and Weather,” New York Times, Nov. 4, 1958. 
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@“Weather, Modification,” Resources, and Resources for the Future 
Forum, 1959. 
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most one-third of these scientists and engineers were engaged in research and. 


industries covered by a recent NSF survey are estimated to represent approxi- 
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the competitive aspect. Competition, at the very heart of our free enterprise 
system, is also an important element in the research laboratory. It is para- 
doxical but true that science is advanced by competition and cooperation of 
research scientists. 

Industrial companies today are competing on the basis of new products and 
innovations that come out of their research laboratories. As an executive of 
one large corporation remarked recently, “My company is competing with 
other companies not for current markets but for future. markets.” 

Research and development may well be a decisive factor in determining 
whether small businesses are able to survive. With this in mind, the Foun- 
dation last year lent what assistance it could to Members of Congress in the 
preparation of the legislation which became the Small Business Act of 1958. 
Section 9(a) of that act declares that: 

“Research and development are major factors in the growth and progress 
of industry and the national economy. The expense of carrying on research 
and development programs is beyond the means of many small business con- 
cerns, and such concerns are handicapped in obtaining the benefits of research 
and development programs conducted at Government expense. ‘These small 
business concerns are thereby placed at a competitive disadvantage. This 
weakens the competitive free enterprise system and prevents the orderly de- 
velopment of the national economy. It is the policy of the Congress that 
assistance be given to small business concerns to enable them:to undertake 
and to obtain the benefits of research and development in order to maintain 
and strengthen the competitive free enterprise system and the national 
economy.” 

What is true of research competition in business is also true of nations. We 
have already had evidence, as well as flat statements of the fact that the 
Soviet Union considers itself in an all-out scientific and technological race with 
the United States. Premier Khrushchev’s remarks at the opening of the 
Soviet Communist Party Congress last week, together with the proposed new 
7-year plan and other public statements, suggest that the Russians consider 
themselves in an economic race as well. Actually, economic progress is too 
elosely tied .in with the research and. development effort to be considered 
separately. 

Some of the news analysts are already viewing with alarm the gap between 
the 8 percent annual rate of Russian economic growth over the next 7 years, 
as predicted by Mr. Khrushchev, and our own annual. rate which American 
experts seem to feel is somewhere around 2 or 3 percent. 

What they appear to overlook is that we are starting from two. entirely 
different bases. The Soviet Union is determinedly striving to achieve the 
standards of living which, we in the United States. have been, enjoying for 
years. As the New York Times* commented editorially; 

“The economic competition Premier Khrushchev speaks about so often is one 
we have always welcomed if what is meant is competition in giving people 
decent standards of living. ..On that basis it is. simple truth to note that we 
still have a long lead. Even making the questionable assumption that 
Khrushchev’s latest plans are all fulfilled. on schedule it will be a long time 
before the Soviet people are as well fed, well clothed, and as well housed as is 
the average American today.” 

The real point is that we are competing with the Soviet Union for the’ fu- 
ture. As I said in the beginning, the economic implications of research and 
development are of a long-range nature. What we do now in planning our 
research and development effort, in giving it adequate support, may determine 
not only our own future but the future of the world as well. 


Representative Reuss. Thank you very much,.Mr...Waterman. 

Before we go to the members of the committee, does any member 
of the panel wish to address question to’ his colleagues? 

If not, at the moment, I will call on Representative Kilburn. 

Representative Kizrsurn. Mr. Chairman, at the request of Mr. 
Curtis, I ask unanimous consent that this column from the Washing- 
ton Post of February 1, 1959, be incorporated into the record. 

Representative Reuss. Without objection, it is so ordered. 


® The New York Times, Jan. 29, 1959, p. 26. 
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(The document referred to follows :) 


[Washington Post and Times Herald, Feb. 1, 1959] 


BUSINESS OUTLOOK : FIGURES MISLEADING IN PRODUCTION RACE 
By J. A. Livingston 


America is in danger of idolizing growth for growth’s sake. 

Congressmen, economists, commentators, and writers have become fascinated 
by Soviet expansion. America, once the industrial hare, has become the eco 
nomic tortoise. Russia, formerly the tortoise, has become the purposefy) 
hare. 

During the last 10 years, indexes of Soviet production indicate an annual 
rate of growth of 14 percent. In contrast, America has plodded along at the 
traditional 2.5 percent. Hence the phobia: The Soviet Union is rapidly oyer- 
taking us. Khrushchev will make good his boast and bury us, not with arms 
but with an avalanche of output. The bare data, uninterpreted, are scary: 


Annual percentage increase in production 
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LIER RE SE eet RCSD AGREES he ll Obl SOU iin cake prep nednmmbepaicennns 10 0 
BOOBS Test DELs kc eatendabasion 12 CT a ctenad Ponte th rn test oles 10 -7 


But wait. The statistics are stacked in Russia’s favor. The Soviet data in- 
clude primarily electric power, crude oil, steel, cement, and similar command 
resources. These are the products the Soviet Union needs to grow on. They 
are the components of military power. They are produced according to plan. 

While visiting an automobile factory in Detroit, Deputy Premier Anastas I. 
Mikoyan pointed to a fin on a car and asked, “What’s that for?” He was told, 
“Styling to sell cars.” He put his hands to his head, smiled. That wouldn’t do 
in the U.S.S.R. Too frivolous. 

In the United States, consumption is the end of production. In the Soviet 
Union, growth is the object of production. Consumer goods are fuel to stoke 
workers. 

Growth is muted statistically in the United States. Some of the most rapidly 
growing new industries—electronics, for instance—are not fully registered in 
the index. Coal shows a decline in trend, also soap. ‘We use oil and gas instead 
of coal, detergents instead of soap. Such declines here are indications of tech- 
nological change, but they embellish the pro-Soviet comparisons. 


LONG-TERM PERSPECTIVE 


A study by Prof. G. Warren Nutter, of the University of Virginia, for the Na- 
tional Bureau of Economic Research, indicates that the long-run industrial 
growth rate in Russia has been about the same as that of the United States. 
From 1860 to 1913, the annual growth rate of Czarist Russia was 5.3 percent 
as compared with 5.2 for the United States. From 1913 to 1955, the growth rate 
in Russia ranged from 3.3 percent to 4.7 percent a year;:in the United States, 
3.8 percent (see chart). 

Only in postwar years has there been a decisive difference—about 14 percent 
versus 2.5 percent. This is explained partly by the difference in statistics, partly 
by the Soviet emphasis on industrial industries—steel, electric power, petroleum, 
cement—partly by the accelerated recovery in Soviet production from the war- 
time low, and partly by the greater breadth of the United States economy. 
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PERSPECTIVE—U. S. vs. RUSSIA 
In recent years, Soviet production has outstripped ours, 


but the long-term growth rate is about the same. 
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UNITED STATES STILL PRODUCTION CHAMP 


Last year, the United States, with a population of 170 million, produced three 
times as much petroleum, electric energy, and meat as the Soviet Union with a 
population of more than 200 million. We produced 40 percent more cement; 30 
percent more steel. And it was a recession year. 

What is disturbing about the Soviet production is not the growth but the use 
to which the production is put—the intent of it. If the Soviet Union made more 
automobiles, the steel, cast iron, copper, and motors going into these extra autos. 
would be diverted from the producers’ goods, from growth. The gasoline 
needed to fuel those cars would be taken away from producers’ goods. 

If ever Khrushchev set his mind to improving the standards of living as he is 
how improving the methods of waging war, if ever the Soviet Union began 
making pliofilm to wrap food, autos to carry passengers, refrigerators and wash- 
ing machines to improve living, the rate of growth would flatten out, and our 
rate of equanimity would improve. In absolute amount of output, Soviet Russia 
is still far behind, and will be for years to come. 

Our danger is not that Khrushchev will bury us under an avalanche of out- 
put, but that we'll lose ourselves on a false, idolatrous quest of growth for 
growth’s sake. Our problem is to produce what we need to survive and pro- 
gress—not to engage in a battle of percentage comparisons. 


Representative Kirsurn. Mr. Waterman, is the National Science 
Foundation in the building where Rhode Island Avenue and Massa- 
chusetts Avenue meet near Scott Circle? 

Mr. Waterman. We are now in the old Atomic Energy Commis- 
sion Building on Constitution Avenue. 
cebeecemntartrs Kitsurn. What is that science building near Scott 

rele? 
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Mr. Waterman, That isthe American Association for the Advanes- 
ment of Science. That is the scientific organization to which all the 
scientific associations in the country belong. 
j Representative Kitsurn. Whosupports the National Science Foun- 
ation ? 

Mr. Waterman. This is an independent Government agency. We 
get our funds from Congress. 

Representative Ku.zurn. I would like to ask a question of Mr. Hey- 
mann, of the Rand Corp, 

When you compare the rate of growth of the Soviet against ours, 
I presume you take into account the fact that, of course, if our growth 
has been much greater in the past and we started at 75 percent and 
they started at 10 percent, their rate of growth would be greater now, 
Would you comment on that ? 

. Heymann. Yes, sir. It certainly is true that at one time when 
the Soviet economy was a relatively primitive machine it was rela- 
tively easy to achieve rapid growth over very small absolute quan- 
tities, but I am afraid, as of now, the Soviet.economy is reaching a 
level of output where one can no longer attribute the rapid rates of 
increase to the primitive nature of the economy. It is now essentially 
in the small ball park, as our own. 

Representative Kizpurn. I have a question here, Mr. Chairman, 
that Mr. Curtis left with me, if I may ask it. 

He said: 

I would like to have the panel discuss the significance and growth rates of 


the Western European countries from 1953 to 1958 in relation to the growth 
rate of the United States for this same period. 


He makes a note here: 


This period is after the war construction period and most of the impact of 
the Marshall plan. 

He would like to have the staff cross-reference this with the hear- 
ings on the first day. 

(See p. 25.) 

Representative Reuss. Would you yield at that point? 

Representative Kirpurn. Yes, sir. 

Representative Reuss. I think the panel may not have seen the 
chart, introduced the other day, to which Mr. Curtis refers: As 1 
recall, that chart showed a growth rate among the Western European 
countries of nearly 5 percent per year, in the 4 years from 1953 to 
- 1957. 

The average rate of growth in real gross national product from 
1953 to 1957 for OEEC member countries was 4.7 percent; while the 
United States growth rate during 'that period was 2.5 percent. 

Representative Kitsurn. They cannot very well discuss it unless 
they understand the reference. 

resentative Reuss. We would appreciate your comments on the 
difference in the growth rate between ‘Western Europe and the 
United States. d : 

Mr. Ersner. One comment I — offer is that the picture may not 

be the same: if you carry it —s to 1958 and to 1959. As I under- 


stand it, there has been a general slackening of economic activity in 
Western Europe. 
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Mr. Hamesre. I think if you went back before 1953 you would 
find maybe the opposite is true. Those figures might be reversed in 
relationship if not absolute magnitude. 

Representative Reuss. Let me give you some of the other res 
on the chart, Mr. Hamberg. During the period 1948 to 1957, OEEC 
annual rates of growth were 5.2 percent. Our own were 3.7 percent. 

Mr. Hamperc. What period was that? 

Representative Reuss. 1948 to 1957. If you take the period 1950 
to 1953, when the Marshall plan’ was still going strong, OEEC’s 

wth rate was 4.2 percent and our own was 5.1 percent. 

Incidentally, that is the only oe or segment of a period in the 
ioet 10 years where our growth rate was in excess of the rate in 

urope. 

Mr. Hamperc. I had a figure here on output per man-hour between 
1947 and 1953 at the rate of 3.7 percent. Probably if you added 
some growth rate in labor supply it would come out close to 5 per- 
cent. 

Representative Reuss. The significant thing to me of these figures, 
and I happen to have a member of the Joint Economic Committee 
mission to Western Europe last fall which dred them out, was 
that they show us not looking so good. The Western European 
countries, at whose economic performance we have been disposed to 
look down the side of our nose, seem to be doing twice as as we. 

Mr. Hamper. In that period we had two recessions which virtually 
left the European countries unaffected. That is an explanation, not 
a justification. I wonder if some of the explanation would not also 
be explainable by, say, a similar sense of dedication in those econo- 
mies as opposed to ours, the program for recovery and moderniza- 
tion, and so on, as opposed to our economy where we were content 
with more tail fins. 

Representative Reuss. ‘Mr. Fisher? 

Mr. Fisuer, I would make three comments on the question. 

One is, though I do not have the figures right here obviously, it 
quite well may be that the Western European economies in 1948 be- 
gan from a much lower level, hot having yet worked their way out 
of the wartime dislocations. That would mean that their average 
annual rate of increase over the 10 years could be much higher for 
this reason. 

The second point is that, largely because of the previous war, these 
countries may well have been devoting a much higher proportion of 
their total productive effort to investment and growth industries than 


we. 
The final point is that it makes a great deal of difference which 
particular period of years you choose for comparison. Many econo- 
mists make quite a game out of arguing this back and forth, each 
one choosing a different set of years. For example, taking the U.S. 
gross national product in 5-year periods since 1930, you get average 
annual growth rates during 5-year periods ranging from minus 1.5 
to plus 8.8. From 1945 to 1950 you get a 0.3 percent rate of increase. 
From 1950 to 1955 you get a’ 4.3-percent rate. Much depends, there- 
fore, on which particular set of years you choose. 
Representative Kitsurn. May I ask a question there ? 
Representative Reuss. Yes. 
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Representative Kinpurn. I was with Mr. Reuss on his trip and the 
thing that impressed me over there in those countries, and F think it 
impressed Mr. Reuss too, is the absolute necessity for them to develop 
competitive goods in the world market. because they live on imports 
whereas we do not. 

Do you think that that factor enters into these rates ? 

Representative Reuss. Mr. Striner. 

Mr. Srriner. May I ignore that question for a moment, sir, and 
pursue something else which really deals with this ? 

I think that for some years now we have been committing a serious 
error in our thinking. We tend to compare ourselves always with 
other countries, other rates of growth. 

Aside from the question of the fact that often the definitional base, 
the years which are chosen for comparison purposes are such that we 
really cannot make a valid comparison, I wonder if we get very far 
by comparing ours with someone else’s ? 

This is an interesting case of invidious comparison, of keeping up 
with the Joneses. What if the Joneses should not do so well Does 
that indicate to us that perhaps we can relax? 

I think what is most important for us at this time is not continually 
to look at the Soviet economy and if they are growing at the rate of 
§ percent or 9 percent, or if they only grow at the rate of 2 percent, 
allow it to influence our national defense policies. 

I think it is time for us to determine sensibly what our objectives are, 
what our responsibilities are, what our resources are, how we can best, 
use our resources, what sort of sacrifices might be entailed in terms of 
our responsibilities, and then indicate to ourselves and others what 
course of action we are going to follow. 

It is somewhat unsophisticated and naive for us to continually look 
to our neighbors to discover at what rate of growth they are proceed- 
ing. Should we beat them out? “Ofcourse we should” is usually the 
answer, although we are not so sure why or-in what way. 

I do not want to throw cold water on this comparison of growth 
rates, but I think we are approaching this question of national eco- 
nomic development and growth from the wrong end. 

Representative Reuss. Mr. Bolling? 

Representative Bortrne. I think that last comment is a very inter- 
esting one and I think unquestionably an accurate one. I think you 
will find that most of the people in American politics who are empha- 
sizing problems of growth are doing it primarily as a method of dem- 

-onstrating that in their view American policy is not meeting the kind 
of criteria that you propose, that we are not making the right national 
decisions as to how-to use our resources, and so on. 

There seems to be a consensus that as far as policy is concerned, one 
can take at least two approaches. 

One is to have an increased rate of growth in this country so that 
there will be, in oversimplified terms, a larger pie from which to serve 
various policies, foreign and domestic, or one can say we will pee’ 
reasonably complacent about the rate of growth that we do have am 
make it perhaps on a subjective basis a series of decisions as to how 

the smaller pie will be cut up. : 

This is not in technical terms but I gather that there would not be 
much disagreement with this general view. 
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Just for the moment, assuming that a political economist as opposed 
to an economist were viewing it and came to the conclusion that it 
would be much easier to deal with the problems of selection as between 
this good and that good and the private desire and the public good 
out of a larger pie, then comes the question, Is there a eo agree- 
ment that Federal policies can affect rate of growth of the economy 
of the United States? Is there any disagreement with this? Every- 
body agrees that Federal policy as a package of policies can affect 
growth. Does everybody agree further that at least two things are 
growth producing, research and development ? 

Is there any disagreement that research and development, on the 
long run, is growth producing? Is there any disagreement that edu- 
cation on a more general basis is growth producing ¢ 

Mr. Hameerc. What? 

Representative Boxing. Education on a general basis both quan- 
tity and quality is growth-producing? Is this generally agreed? 

Now, what other Federal policies, oe example, do have an effect on 
growth ? 

Those two are generally accepted apparently. 

What kind of tax policies should the Federal Government have to 
increase growth? Would anybody comment on that? I will not 
venture to try to get a consensus of this panel on that subject. 

What kind of tax policies? Can tax policy affect growth? Every- 
body agrees with:that. What kind of tax policy should there be to 
increase growth ? 

Mr. Eisner. I would emphasize that the important thing about tax 
policy insofar as it affects growth is very clear cut. It is that the tax 
peey be geared to the objective of full or maximum employment 

cause, to the extent we have less than full employment, we simply 
dissipate resources and dissipate them largely in the area of accumu- 
lation of capital equipment and plant which is critical in growth. 

I might add just one qualification on the suggestion that research 
and development contributes to growth. I think it certainly does. 
One always has to have the qualifications, other things being equal. 
If the expenditure by corporations of billions of dollars for research 
and development has the effect of drawing away from universities, 
from nonprofit institutions, rather scarce basis skills of scientists and 
scholars and social scientists, and if Government does nothing about 
this, we may actually find that we would have been better off if we 
had not had the corporations spending so much on their own applied 
research and development. 

Representative Bottrne. This would be the division between the 
applied and “pure” science? 

r. Ersner. Yes. 

Representative Bortine. Are there further comments? 

Mr. WaTerMAN. May I speak to that, sir? 

Representative Boturne. Certainly. 

Mr. Waterman. That raises the question of whether or not Govern- 
ment ought to consider any ways and means it can to provide funds by 
amending the taxation laws to make it more possible for universities 
to receive contributions from industry or private individuals. If the 
Federal Government feels it should not support these things directly, 
then it seems to me it is also the duty of the Federal Government to 
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look into whether it may make it more possible for private sources 
to be found. 

Representative Kirnurn. Would the gentleman yield ? 

Representative Botzine. Certainly. 

Representative Kizsurn. Of course, the Government also has to 
take into consideration the very important thing of the stability of 
the dollar. Does anybody want to comment on that? 

Mr. E:sner. I should be happy to comment on that in that I think 
that the stability of the dollar is a somewhat desirable objective but 
we may have to face very flatly the question of whether we are not 
willing to risk at least a slight increase in the price level if we find that 
our economy functions in such a way that with this slight increase in 
the price level we can actually have a much higher level of employment. 
The difficulty is that a lot of people that talk about the stability of the 
dollar have, as a set of policy recommendations those things which, 
while they may well preserve the stability of the dollar, very likely, 
on the basis of the best information economists cari offer, also con- 
tribute to a substantial level of unemployment. 

Back in the thirties there is no question that the dollar went beyond 
being stable and prices fell. There is no question that if we are willing 
to tolerate sufficient unemployment we will have a stable dollar. 

This point, then, is that we must not sacrifice any utilization of our 
resources of which we are capable in order to keep the dollar stable 
and unless people can come out with very well thought out programs 
for tax policies that would keep the dollar stable and give us full 
employment, I think it would be courageous and honest and in the 
interest of the people as a whole to recognize that perhaps we should 
have some price inflation and full employment and then see to it that 
the Government takes the necessary measures to help those people 
such as, for example, the elderly on social security benefits, to get 
some relief from the hardships that the moderate price inflation might 
cause. 

Representative Botz1nc. What about monetary policy and its effect 
on growth? Does anybody wish to comment on that? What can 
monetary policy do to achieve a greater rate of growth? 

Mr. Hampere. I will try to make some brief remarks on the poe 
I, frankly, think that by way of stimulating growth there is probably 
very little it can do. 

epresentative Bortxtinc. The famous pushing on the end of a 
string. 

Mr. Hameerc: In a sense. I think, for example, by assuring ade- 
quate growth in the money supply under growth conditions it can 
create the permissive elements for growth; but by itself I doubt that 
it can add very much by stimulating growth and on the contrary I 
would probably feel that as far as monetary policy tends to be anti- 
inflationary, many of its effects tend to be inimical to growth. 

Monetary policy by itself, as has been pointed out, f believe by 
earlier colleagues appearing before this committee, can be very 
discriminatory. 


Let me cite just one case in point. Obviously, it is most discrim- 


inatory against small borrowers, small firms. I believe that small 
firms still have a lot to contribute in the competitive economy. I am 
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addressing myself here to the growth question. Small firms still can 
contribute much by way of research and innovation. 

I think there are a number of arguments that you can make con- 
trary to the usual ones that the small firm is apt tobe a more willing 
innovator because it has less vested interest, less to lose, and so on, 
than a large firm, and the question becomes whether it has the ca- 
pacity to innovate. | (cory ERs 

Insofar as a tight money policy impinges on the borrowing capaci- 
ties of small firms, to this extent it reduces their potential in the in- 
novation field. Moreover, insofar as a tight money policy reduces 
many forms of investment spending generally it tends to retard 

owth. 

O Mcvtidnaive Bortine, Mr. Fisher, did you have a comment? 

Mr. Fisuer. Yes. You have asked about the effect of tax policy 
and monetary policy on economic es I think this is causing 
most of us to have to shift gears. Our comments thus far have been 
set in a much longer perspective than current debate over tax and 
monetary policy usually is set. I find it helpful to separate the long 
and the short run here. ‘ 

Over the longer period, that is longer than a business cycle, I think 
Mr. Eisner’s point is the commanding one, that the policies in the tax 
and monetary field should be ga according to their effect upon 
maintaining & very prosperous economy. 

I myself would take this to mean a rather prompt and vigorous 
anticyclical use of both these types of policy on both the up and the 
down side of the cycle. 4 

Looking beyond that to the longer run, I think a variety of things 

come to mind, and of a more specific nature. One Dr. Waterman 
has mentioned, to alter tax regulations in such a way as to promote 
the channeling of more funds into places where they are more likely 
to be used for basic research. 
_ One might say also that the tax policies which firmly, but still 
in not too dictatorial a fashion, direct a bigger cut of the total. pie, to 
use your term, into investment and pactaatlasts investment in the 
basic growth producting industries wold be a good thing. 

Representative Botting. Thank you. 

Now, I would like to shift. very quickly, if I still may go ahead. 

Representative Kinsurn. Before you shift, would you yield for a 
moment? 

Representative Bortane. Surely. 

Representative Kitsurn. I have been here for 19 years, and I am 
very fed up with the recurrent idea that the Federal Government can 
always put more money in a proposition because it sounds good and 
Is appealing, forgetting, what in my judgment at least, is the basic 
thing. We have to keep our dollar sound to make any pro at all 
in this country in eo and everything else. is 1s always easy 
to say, “Let’s have a little tiny bit.of inflation. That won’t hurt any- 
thing, a little price increase.” That has been going on year after year: 

I would think that you men here would think it might be wise to 


to keep our economy sound. 


Hameperc. May I direct a specific answer to Representative Kil- 


stop, look, and listen for a minute and maybe not go quite so fast in 
order 

Mr. 
, burn’s question ? 
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Mr. Kilburn, leaving aside the issue of whether a little inflation ig 
bad or not, it seems to me that there is nothing inherently contradic- 
tory between statements such as those made by Mr. Fisher and Mr, 
Waterman about the Federal direction of resources into what we might 
deem more desirable channels and the problem of price stability. 

We do have a tax tool at our hands and the tax tool can be viewed 
as a way of rechanneling resources, let us say, into some desirable 
directions without sacrificing price stability if that is the desideratum, 
This seems to me, in other words, more basically a question of comin 
back to this issue that somehow Federal spending is to be held as 
inherently bad and private spending is inherently good; really the 
issues being raised here today are questioning that view and implying 
that perhaps there is something wrong with certain areas of private 
spending. 

Certainly this seems to me the tenor of the times and of remarks by 
— who are troubled by our growth rates and our wastage, if you 

ike, of resources. This is what they are talking about and it seems 
to me that taxes and tax revenues give us the means of getting some- 
thing else than what we may have and something that we may con- 
sider more desirable by diverting resources from one channel to 
another without increasing total spending, or at least permit total 
spending to grow faster, let us say, than output, and creating inflation- 
ary pressures. | : 

It seems perfectly conceivable to me that price stability and reallo- 
cation of resources are perfectly consistent objectives. 

Representative Reuss. Mr. Bolling? 

Representative Boriine. I believe Mr. Striner has something to say. 

Mr. Srrinzr. In answer to Mr. Kilburn, I think most things in this 
life involve costs and benefits. We have value judgments as to what 
we would like to have. 

You use the term “sound economy.” If ‘we have, as our criterion, 
full employment, that is everyone with a job and everyone able to ob- 
tain sufficient funds to take care of the requirements of his family, 
there may be some costs involved. There are always costs. Inflation 
may be one of them. 

The point, I believe, is not really one of inflation but how much in- 
flation are we able to put up with? No one I know likes inflation per se, 
but most of us like a job, also. 

The real question is, given certain State and local policies to main- 
tain high levels of employment, how much of the inconvenience of 
inflation and how much of the inconvenience of not being able to get 
in goods when-they are relatively scarce are we willing to put 
up? 

In order to have defense, how much inconvenience are we willing to 
eet up with as cenpleyes in order to get certain skills which are being 

id away from us? % 

Historically prices have always been ene. § Tn the present area 
bill which Mr. Douglas is submitting—and I wish he were here now, 
there is a statement in which it is indicated that in helping any de- 
pressed area you are not supposed to curtail the economic activity of 
any other area. That is very difficult to do because, if you are going 
to succeed in boosting one area and increasing its competitive ability 
vis-a-vis other areas, of course you are affecting other areas. Is the 
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effect on these latter areas going to be of such a marginal nature that 
it is limited and yet the benefited areas will improve their economies 
tremendously ? this is what is of importance, I presume, 

Representative Botting. I asked the members of the staff to give 
each of you a copy of the Economic Report open to page 67. It is 
title II that I would like to draw your attention to. It is headed, 
“Measures To Promote Economic Growth With Price ern. 

I will give you a moment to pe over those quickly and then I 
would like to have an answer from each member of the panel as to 
whether in their opinion these particular measures will promote any 
substantial amount of economic growth. 

Is there any feeling on the part of any member of the panel that 
these measures will stimulate vigorous economic growth ? 

Mr. Fisuer. It would be my opinion that each of these measures, 
certainly most of them, sed oe helpful but that each one is a rather 
tiny bit and, even if you add them all up, nothing very massive results. 

epresentative Bottrnc. Would there be any disagreement on that 
point? Mr, Eisner? 

Mr. Ersner. I would agree that none of them is going to give very 
much help. But in line with my earlier remarks, I would add that 
“to amend the Employment Act of 1946 to make price paren an 
explicit goal of Federal economic policy” would have every likeli- 
hood of diminishing the economic growth. If it were to be taken ser- 
iously it would mean, for example, that in the recent. recession even 
the limited measures that the administration took to counteract. un- 
employment would have been measures that it should not have taken 
because, allowing that budget deficit to develop as it did in the past 
fiscal year, is something that they should certainly have avoided. 
They should have raised tax rates if they had wanted to keep the dol- 
lar stable and keep prices from going up. 

I think that to throw this kind of amendment in is to hopelessly con- 
found the problem. 

Representative Bortine. Your judgment is that the small pluses 
and fairly large minuses come out pretty near even ? 

Mr. Eisner. I would want to examine each of the individual pluses 
more carefully. 

Representative Botitrnc. Does any member of the panel disagree 
with the more gentle position taken by Mr. Fisher? 

Mr. Waterman. I just want the record to note the fact. that these 
matters are beyond my field of competence except. the item on helium, 
and I did comment on that. 

Mr. Barrett. I want tosay the same. 

Mr. Heymann. I am in the same position since my expertise is the 
Soviet. economy, but I cannot help but compare the lack of audacious- 
ness which appears to be here with what appears in Khrushchev’s 
7-year plan. 

If I may say a few words about that, Mr. Striner has taken me to 
task by pointing out that it is foolish to look at the Soviet economy 
when what we should be worrying about is the U.S. economy, but it 
does seem to me rather striking that the Soviet economy has made its 
choice on the side of rapid growth and also faces. some sort of a 
dilemma with respect to stability. There is no question but that the 
Soviet economy is chronically overcommitted in its resource alloca- 
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tion and suffers, if anything, from overfull employment rather than 
underemployment of resources. The resulting pressures on the Soviet 
monetary system and the repressed inflationary conditions which 
result can be taken care of very nicely in the Soviet economy because 
of the centralized regulation by the regime, but there is still a conflict 
even there and it is interesting that Khrushchev has certainly made 
his choice unequivocally on the side of growth. 

Representative Reuss. I will get to you in just a moment, Mr, 


Striner. There is a question which I want to ask both you and Mr, 


Heymann. 

Mr. Heymann states that the Soviet growth rate was about five 
times that of the United States in the last 8 years—that it avera 
about 10 percent as contrasted with our growth rate of 2 percent. You 
gave as a reason for the tremendous Soviet growth rate, the regime’s 
centralized direction and authoritarian control of its resources. I am 
quite sure, it would be generally agreed by the members of the pan 
as it would be by the members of this committee, that this country 
would not be willing to buy a 10 percent growth rate at the price of a 
Soviet-type authoritarian control. 

My question, however, is this: Granted that we do not want a 
Soviet-type authoritarian control over our resources, what rate 
do you think is consistent. with our national objectives and attainable 
under free and democratic economic procedures, 

Would both you and Mr. Striner respond to this question ? 

Mr. Hermann, Before I answer this very difficult question, may I 
correct the record slightly? You said I indicated a Soviet growth 
rate five times as large as ours. This was with reference to a ve 


specific measure, namely, industrial Seeentaat a critical peri 


1950-57, where we happen to have done very badly. Nevertheless the 
comparison of a superior growth rate for Soviet industry still stands. 

Representative Reuss. But it is a comparison of relative perform- 
ance during the last 8 years. 

Mr. Hermann. Right. 

On your question, I do not really believe that I could engage in 
the sort of crystal-ball gazing of saying specifically what rate of 
growth would be consistent with our institutions. 

I would merely say this: that the Soviet economy is willing to 
accept, maybe the individual does not have any free will in this, but 
the economy is certainly willing to accept a rate of taxation and a rate 


of sacrifice of consumption that gives us pause. The Soviet citizen 


is forced to accept this. 

We, at this point; have not faced up, I believe, to the need to accept 
perhaps certain sacrifices in our own consumption in order to meet 
the challenges which face us which are challenges of our own and not 
merely posed for us by the Soviet Union. é 

Representative Reuss. You talk about challenges and sacrifices in 
our own consumption at a time when we have over 4 million unem- 
ployed and, according to the President’s report, are using only three- 

uarters of our industrial resources. You opty a choice between tail 

s and other things, which I would not think is yet forced upon us. 

Mr. Hermann. It may not be. It may be that there is a thorough 
consistency between a higher rate of taxation in the United States 
and a higher standard of living. It is not at all a foregone conclusion 
that these two are mutually exclusive. 
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The only point I make is that the Soviet Union is making sacrifices, 
whether voluntarily or not. If sacrifices are needed in this country, 
it seems we may have to face up to them. 

Representative Reuss. Mr. Eisner? 

Mr. Etsner. I might add that if we are really talking about growth, 
the figure of 4 million unemployed tremendously underestimates the 
unutilized potential employment. It ignores the people who do not 
feel they can get jobs, do not turn up as technically “unemployed” 
because they do not think they can get jobs and hence are not in the 
labor force. In the Soviet Union there are millions and millions of 
women working and frequently working in very skilled capacities. 
The effect of unemployment is largely to make it difficult for people 
who are generally marginal in the labor force to get jobs at all. 

If we stop to think of ways in which we can offer jobs to not only 
the 4 million actively looking for work but many millions more in- 
cluding very largely women who would be happy to work if there 
were jobs for them, I think we would find our potentialities for growth 
are greater than we have dreamed of. 

This, by the way, is the explanation for the tremendous growth that 
we enjoyed during the war years. 

een nae Reuss. Mr. Striner,:do you have any comments on 
this 

Mr. Srriner. Let me say at the outset, since some of these things ma 
get beyond this room and because of the relationship: which OR 

as with the Army, that nothing I am saying here should be taken 
to be necessarily the views of the operations research office of Johns 
Hopkins or the Army for whom we do most of our work. 

Secondly, there is no controversy with Mr. Heymann. I was not 
attacking his position. What I was saying is that we should not look 
merely at the rate of growth of the Soviet economy or’the rate of 
growth of any other economy and take that as a point of departure 
and say that if they are growing at a rate of 8 percent or 10 percent 
or 15 percent we also should be growing at that rate. I think I would 
say that, as a matter of fact, in the case of the Soviet economy per- 
haps we can see the sort of thing which perhaps we should be doing. 
They indicate, and their rate of growth is just a symptom, that they 
have clearly defined objectives in view and that they are ready to 
make sacrifices to attain those objectives. 

Several years ago the President indicated that he was going to call 
for sacrifices from the citizens of this country; at the present time 
most of us are still waiting to see what these sacrifices are going to be. 

In the defense budget hearings taking place now we seem to sense 
that there is an inadequacy someplace. Generals, admirals, secre- 
taries of certain departments seem to be saying in veiled terms, “Per- 
haps we are not so happy. Perhaps we should spend more for mis- 
siles or aircraft or SA’ or whatnot.” 

I have a feeling that the sacrifices which we thought we were goin 
to be called upon for have not materialized. It may be that we n 
not make the sacrifices but I suspect we do. 


I agree with Mr. Heymann that the Soviet system seems at least to 
have clearly defined objectives and a sense of the threats they see, real 
or imagined, and that they are —- something about it, although I 


am not advocating that we go to the Soviet system. 
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I would return to my earlier statement that everything in this life 
seems to entail costs and benefits and if we feel our objectives and re- 
sponsibilities call for a greater level of output and greater allocation 
of resources for defense we have to be willing to make the funds avail- 
able. We have perhaps to call on older people, on people who perhaps 
would rather stay at osee, for these people to come into the economy 
and produce. 

I think we are at the present time underutilizing our capacity. We 
find that people who could be producing are not producing, both the 
presently unemployed and the people Mr. Eisner referred to. I think 
that if we set our objectives properly we can undoubtedly attain 
higher rates of growth than we have up to the present time. 

epresentative Reuss. Let me ask this question: 

As indicated by the chart on growth comparison referred to earlier 
this morning, the average rate of growth in gross national product 
in the United States from 1953 through 1957, the most recent years 
for which we had figures at the time of preparation of this table, was 
2.5 percent. 

The President’s Economic Report, without stating at any point 
what ought to be a good target of national growth for the future, 
does, by its acceptance of recent performance, it seems to me, indicate 
a continued satisfaction with something on the order of an average 
of 2.5 percent. 

Does anybody on the panel think that 2.5 percent is an adequate 
rate of growth of real gross national product for this country for the 
years to come, or do members of the panel think that a larger rate 
of growth is desirable? 

Mr. Fisuer. I do not think it is desirable or sufficient, given the 
state of affairs in the world. 

I propose that for a target or goal a minimum of 4 percent should be 
stated, and 5 percent would not be too high. I would argue for setting 
it measurably above recent historical experience’as a matter of target 
setting. I would argue further that the overall percentage is not as 
important as the makeup and components of that growth, and make a 
case for a variety of policies which would favor research and de- 
velopment and investment in the basic and growth-producing indus- 
tries, and that this should be clearly stated as a matter of national 
policy and objective. 

Judged against that, I find the recommendations which were drawn 
to our attention to be far, far from adequate. Indeed, they are more 
dominated by a concern’with price stability than they are with eco- 
nomic growth and added up I do not think would produce any very 
great effects. I would have preferred myself to see mentioned under 
the heading “Measures To Promote Economic Growth With Price 
Stability,” such straightforward and direct matters as education, re- 
search, and development, the conservation and development of basic 
resources. I think this would square more nearly with the kind of 
economic growth we in this country should aspire to than anything I 
have found in this report. 

Representative Reuss, Does any member of the panel feel that a 
rate of growth on the order of as low as 2.5 percent is adequate for this 
country for the years to come? ") 
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I see no hands on that. I assume that you all believe a higher rate 

of growth is required by our national needs. 

have one final question. Does any member of the panel feel that 
the annual Economic Report of the President would be a more valu- 
able document for the Congress and the Nation if it contained a state- 
ment of the goals of future economic growth? 

Mr. Hampere. It seems to me that it has done that in a rather vague 
and haphazard sort of way in one report or another. — 

I have the feeling that the lack of inspiration in the present re- 

rt is a reflection of the lack of inspiration in the administration. 

e Council of Economic Advisers are members of the administra- 
tion. The administration is being very cautious, uninspired, with the 

roblems of the present era and the report presumably was written un- 
aie the impact of the administration’s thinking, reflecting that com- 
letely. 
: There are earlier reports where they do talk about goals such as edu- 
cation and so on, ve Creetie and very generally. 

I think it probably would be desirable if they got more specific and 
studies were made to determine needs and requirements instead of 
making these broad platitudinal remarks that everyone agrees, with 
just as everyone is against sin. 

Representative Reuss. Mr. Heymann, did you have an opportunity 
to read the Livingston column from the February 1 issue of the 
Washington Post, which I think was put in the record by Mr. 
Kilburn ? ‘ 

Mr. Hermann. No; Iam afraid I did not. 

Representative Reuss. Since it relates to the matter of comparative 
Soviet and United States growth. I wonder whether you would read 
it and, if you care to do so, direct a letter with your comments to the 
Joint Economic Committee. We would like to make that a part of 
the record in connection with your testimony. 

Mr. Heymann. I will be glad to do that. 

(The following was subsequently received for the record :) 


THE RAND Corp., 


Washing, D.C., February 10, 1959. 
Hon. Paut H. Doue.as, 


Chairman, Joint Economic Committee, 
U.S. Congress, Washington, D.C. 


Dear SENATOR: In the course of my testimony to the joint committee on 
February 2, Representative Reuss invited me to comment on the J. A. Livingston 
column that appeared in the Washington Post of February 1, 1959. I have now 
so an opportunity to read the column and respectfully submit my comments, as 
ollows : 

The burden of Mr. Livingston’s message is that we have no reason to be con- 
cerned about Soviet economic growth. In order to reassure us on this score, 
he presents three arguments, evidently designed to place the Soviet performance 
“in perspective.” 

(1) Soviet growth, he argues, is not balanced growth, but follows a special 
pattern that stresses the components of military power and largely ignores 
the consumer ; 

(2) Soviet growth, he finds, has outstripped ours only in recent years— 
ee ere rate of growth has been about the same as that of the United 

states ; 

(3) Soviet growth, he muses wistfully, would “flatten out” if Khrushchev 
would only allocate his resources as we do in the United States, i.e., pre- 
dominantly to consumption. 

I find these arguments singularly unpersuasive. 
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On the first point, I wonder what comfort Mr. Livingston derives: from ‘the 

fact that Soviet growth is not balanced growth. I would have argued that it ig 
the more worrisome to us for the very fact of its imbalance; that it is dangerous 
to us precisely because it is not geared to the consumer, but dedicated over. 
whelmingly to the growth of those sectors of the economy that contribute most 
to the further expansion of Soviet military power. 

On the second point, I take vehement exception to Mr. Livingston’s attempt 
to foist off on his readers a highly misleading “long-term perspective” compar- 
ing Russian and United States output over the period 1860 to the present. Does 
Mr. Livingston really believes that the performance of the Czarist Russian econ. 
omy from 1860 to 1918 is relevant to an understanding of contemporary Soviet 
reality? And is there any rhyme or reason to a long-term Soviet growth rate 
averaged out over a period as turbulent and abnormal as the years 1913-55, a 
period which, for the Soviet Union, included two disastrous world wars, a vio- 
lent revolution, and a severe civil war? A glance at Mr. Livingston’s graph 
and a quick recollection of the historic events that lie behind it should be sufi- 
cient to convince anyone of the futility of reading a meaningful long-term trend 
into such a period of history. In order to have some predictive value, our meas- 
urements of Soviet industrial growth must eliminate the abnormal years, both 
those of disastrous decline and those of rapid postdisaster recovery. One recent 
attempt to do just this resulted in an average annual growth rate of 9.7 percent 
for Soviet industrial output during 22 effective years of growth over. the period 
1928 to 1956. (See Gregory Grossman, “Thirty Years of Soviet Industrializa- 
tion,” Soviet Survey, October 1958.) This is a far cry from the 3.3—4.7 percent 
cited by Livingston, and it surely provides a more relevant perspective for 
gaging Soviet growth capabilities. 

On his third argument, Mr. Livingston’s judgment is no doubt sound when hé 
conjectures that the Soviet rate of growth would flatten. out if Khrushchey 
were to devote the bulk of his resources to consumers goods as he is now devot- 
ing them to producers goods and the implements of war. The fact of the matter 
is, however, that Khrushchev has not the slightest intention of even moderately 
shifting his pattern of resource allocation in that direction. This is clearly 
indicated in the investment statistics of the new 7-year plan. . Over the next 7 
years (1959 to 1965) the plan intends to maintain much the same investment 
allocation pattern as has prevailed over the last 7 years; in other words, there is 
to be no large-scale diversion of resources from growth-promoting and defense- 
promoting uses to agriculture, housing, or consumption. Nor is there any indica- 
tion that the share of consumption in the Soviet gross national product is to 
increase. This is not to say that the consumer’s lot will not improve under the 
new plan. It most assuredly will, particularly in the fields of housing and con- 
sumer durables. But the greater benefits that will accrue to the consumer will 
not derive from a diversion of resources away from the growth-inducing sectors, 
but it will result simply from the growth of total output. The consumer’s slice 
of the pie will be bigger only because the pie itself is growing, not because the 
angle of the cut has been increased. In short, Mr. Livingston’s conjecture is 
merely wishful thinking. 

On one point I am in hearty agreement with Mr. Livingston; namely, when 
he tells us that “our problem is to produce what we need to survive and 
progress * * *.” But the cost of survival and progress comes high in the age 

_of total competition, and it will require an ever greater shift of our resources 
from private consumption to public consumption and national defense. In our 
economy such a steady and mounting diversion is not likely to be supported 
except in a context of rapid and sustained economic growth. 

Yours sincerely, 


lians HeYyMAnnN, JR. 
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NATIONAL SCIENCE FOUNDATION, 
OFFICE OF THE DIRECTOR, 
Washington, D.C., February 6, 1959. 
The Honorable Paut H. Dovuetas, 
U.S. Senate, Washington, D.C. 


Dear SENATOR Dovuctas: With reference to the hearing I attended before your 
committee on February 2, 1959, it occurred to me that it might be helpful if I 
provided an answer, from the standpoint of present Government policy, to the 
question you raised with Mr. Barrett, the first witness at the hearing that morn- 
ing. As I recall it, the question was whether an agency of the Federal Govern- 
ment, such as the Department of Defense, should or should not conduct or sup- 
port basic research, or whether basic research support by the Government should 
‘ be provided entirely by the National Science Foundation. 

Present policy in the Government is expressed in Executive Order 10521 
dated March 17, 1954, section 4, which is as follows: 

“Sec. 4. As now or hereafter authorized or permitted by law, the Foundation 
shall be increasingly responsible for providing support by the Federal Govern- 
ment for general-purpose basic research through contracts and grants. The con- 
duct and support by other Federal agencies of basic research in areas which are 
closely related to their missions is recognized as important and desirable, es- 
pecially in response to current national needs, and shall continue.” 

I feel that this policy is entirely sound. In effect it states that such basic re- 
search may and should be performed or supported by Federal agencies as can 
be justified and defended in their budget. The mission of the National Science 
Foundation is the encouragement and support of progress in science by basic 
research, i.e., progress in the knowledge and understanding of the physical uni- 
verse and of man. History shows that most of the outstanding scientific dis- 
coveries have come about through basic research. This in turn has of course 
always been stimulated by the need to solve practical problems and also by the 
practical inventions and applications from science which provides tools and 
techniques for further basic research. 

Thus, the National Science Foundation has a comprehensive program of sup- 
port in basic research throughout the fields of mathematics, the so-called physi- 
cal sciences and engineering, the biological sciences, and also selected funda- 
mental research in the social sciences where scientific criteria are satisfied as to 
aim and method: 

In my opinion agencies with practical missions, such as the Departments of 
Defense and Health, Education, and Welfare, require the understanding of their 
technical problems which comes from active interest and participation in rele- 
vant basic research in order wisely to select and undertake applications of 
science and developments to accomplish their missions. 

In the matter of performance of basic research in research and development 
laboratories under Government management, I believe it is important that 
scientists at such laboratories have opportunity to engage in basic research sig- 
nificant to the enterprise, again to provide a better understanding to the labora- 
tory for the achievement of its aims and also to provide a means of communica- 
tion and recognition between the laboratory scientists and those elsewhere who 
are working in the same fields of science. 

I trust that this may be helpful to you in answer to the question you raised. 
If I can be of further assistance, please do not hesitate to let me know. 

With best regards, I am, 

Sincerely yours, 
ALAN T. WATERMAN, 
Director. 

Representative Reuss. I want to thank all of you , aaa on 
behalf of the Joint Economic Committee for your invaluable contri- 
bution. 

The committee stands adjourned. _ 

The hearing tomorrow will be held in this room at 10 o’clock. 

The subject will be “The Structure of Business and the Employment 
Act of 1946.” 


(Whereupon, at 12:05 p.m., the committee was recessed to recon- 
vene at 10:10 a.m. Tuesday, February 3, 1959.) 
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TUESDAY, FEBRUARY 3, 1959 


ConGREss OF THE UNITED STaTEs, 
Joint Economic ComMITtTEsE, 
Washington, D.C. 

The committee met at 10:10 a.m., pursuant to recess, in room 457, 
Senate Office Building, Hon. Henry 8. Reuss, presiding. 

Present: Senator O’Mahoney ; Representatives Reuss and Kilburn. 

Also Present: Roderick H. Riley, executive director; John W. 
Lehman, clerk. 

Representative Reuss, The committee will be in order. The com- 
mittee at the moment consists of Senator O’Mahoney, Representative 
Kilburn, and myself. Our chairman, Senator Douglas, regrets very 
much that he is not able to be here. He is on the floor in connection 
with the housing legislation. 

The subject of today’s panel discussion is “The Structure of Busi- 
ness and the Employment Act of 1946.” I have telegrams from Mr. 


Carl Kaysen at Harvard and from Mr. Eugene Rostow at. Yale ex- 
pressing regrets that, owing to a change in their plans they are unable 
to be with us this morning. 


The first gg in the panel discussion this morning is Mr. 


Solomon Barkin, 
America. 
Mr. Barkin. 


irector of research, Textile Workers Union of 


STATEMENT OF SOLOMON BARKIN, DIRECTOR OF RESEARCH, 
TEXTILE WORKERS UNION OF AMERICA 


Mr. Barxin. I am rather happy, Mr. Chairman, that the committee 
has introduced the problems relative to the structure of our economy 
and its adequacy in attaining both goals of stability and growth, for 
I have long felt that the discussions restricted to problems of monetary 
and credit policy, or direct competition, are hardly adequate to deal 
with these various problems. And I am, therefore, most happy that 
we have an opportunity of examining our economy and the President’s 
Economic Report from this point of view. 

My statement is as follows: 

The President’s Economic Report recognizes several structural de- 
fects in our economic organization. But a more far-reaching analysis 
and prescription are required if we are to attain the degree of stability 
and economic growth to which we, as a nation, aspire. 

We would on its own merits with the general emphasis on the 
need for a stable price level. But we do not believe that there is any 
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value in or necessity for adding an explicit directive to this effect. 
On the contrary, its insertion at the present time in the preamble of 
the Employment Act would tend to subordinate, as the present admin- 
istration has already done, the objection of maximum employment to. 
that of price stability, which emphasis we do not condone. 

Furthermore, this stress on price stability also tends to minimize 
the objective of economic growth. While the Economic Report speaks 
confidently of our economy having achieved a significant victory over 
the recession, it is quite vague about the Nation’s future growth 
pattern. It makes no affirmative declarations of goals. There is a 
complacency about the rate of growth which is ill suited to the tempo 
of our times. 

The report is practically silent about the economic battle to which 
Khrushchev has challenged us. This is a type of cold war to which 
we should respond. We should bend our every effort to shape our 
economy to win and best the Soviet system in this competition. But 
the report is practically silent on this subject and fails to make any 
recommendations to the Congress on basic legislation necessary to 
improve our economic structure so that it may better outdistance the 
Red contenders. 

I might make reference to the fact that this kind of conservatism 
which is exhibited by the present administration is not a constructive 
one; it is a stick-in-the-mud attitude which can hardly serve us in the 
present society. 

Unfortunately, we can no longer smugly assume, as we have these 
last 10 years, that we shall automatically outperform the Russians. 
Their dramatic achievements in the field of missiles have opened our 
eyes. But just as impressive is their record of achievements in the 
area of economic expansion. 

True these advances have been gained at the expense of the people’s 
living standards. But even these are being improved. While Soviet 
production was 30 percent of total American output in 1950, it had 
advanced to 45 percent in 1957. The Soviet goal is to increase output 
by 60 percent in 7 years, an annual rise of 8.6 percent in contrast to 
rates of less than 2.5 percent being experienced in this country. 

The absence of recommendations designed ifically to accelerate 
our rate of economic growth and production has left a yawning gap 
in the report. which the witnesses before your committee must seek to 
close. The Joint Economic Committee should, therefore, consider 
both the structural changes necessary to assure economic stability 
which is the primary and central theme of the President’s report and 
those which are necessary to expand production and accelerate 
economic growth. 

The President’s report appropriately recommends five changes in 
the administration of the antitrust laws which would restrain mergers 
as well as advance competition. These proposals have been considered 
by Congress and should be acted upon favorably. 

Extensive hearings have been held on these proposals by both the 
Senate and the House committees for at least 3 years. 

But by themselves, these proposals will not assure a more competi- 
tive pricing system and a more moderate pricing policy by the pe 
oligopolistic corporations. Moderation of 'these price policies 
caity be achieved through deliberate administrative review. 
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ducer and interproduct competition will not by themselves force the re- 
duction of prices in these areas. 

The President’s admonition to the “leaders of labor unions” that 
their economic actions must reflect an awareness that stability of re 
is an essential condition of sustainable economic growth is misplaced. 
Trade-union leaders and members are well aware that inflationary 
trends do not benefit workers. They have sought ways to minimize 
the price increases but their efforts have been rebuffed. Organized 
Jabor has been repeatedly told that prices are not proper subjects 
for collective bargaining. We can trace the controversy on that sub- 
ject back to the great strike of 1946 in the automobile industry. That 
challenge to big industry has been repeated time and time again, but 
tolittle avail. Management refuses to yield. 

I know in my own union in June 1948 we made the same appeal to 
the textile industry. We asked the employers to reduce their prices 
and offered to waive our demands of wage increases if they would do 
so. We have had other similar exhibits, the most dramatic of which 
was last year when the auto union petitioned the industry for a hun- 
dred dollar reduction in car prices and assured its wage policy would be 
adjusted thereafter. But all of these, as indicated, and many others, 
have not been answered, and outrightly rejected, either directly or by 
sheer silence. When unions have offered to trim their wage demands 
in exchange for price reductions, their overtures have been rejected. 

The control of the price levels in this country cannot begin with 
remonstrances to the trade-union movement. No matter how re- 
strained or conservative the trade union may be in its wage demands, 
managements will remain free to charge whatever prices they feel the 
market will take and those which conform to their own profit and 
market targets. 

Trade-union wage objectives are in fact derived demands. They 
reflect the degree of profit already attained by employers. They are 
protests against the avaricious price policies. Workers’ demands arise 
from requests for shares in high profits employers have already gar- 
nered. Any national policy which effectively moderates the price 
policies followed by management will automatically be reflected in a 
corresponding diminution in trade-union wage objectives. 

Representative Reuss. May I interrupt at this time to say that 
your paper, as submitted will, of course, without objection, be made 

art of the record. Because of the time limitation, I am wondering 
if you could cover the high spots.of your paper, orally. Particularly 
I think we would be interested in your spelling out the section called 
Structural Changes uiring Long-term Growth. 

Mr. Bargin. Very well. I assume the entire paper will be repro- 
duced in the record ? 

Representative Reuss. Without objection, it will be made part of 
the record ; yes, sir. 

(Mr. Barkin’s entire statement follows:) 


STATEMENT oF SoLoMON BaRKIN, Director OF RESEARCH, TEXTILE WORKERS 
UNION OF AMERICA 


The President’s Economic Report recognizes several structural defects in our 
economic organization. But a more far-reaching analysis and prescription are 
required if we are to attain the degree of stability and economic growth to 
which we, as a Nation, aspire. We would agree on its own merits with the 
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general emphasis on the need for a stable price level. But we do not believe 
that there is any value in or necessity for adding an explicit directive to this 
effect. On the contrary, its insertion at the present time in the preamble of 
the Employment Act would tend to subordinate, as the present administration 
has already done, the objective of maximum employment to that of price sta- 
bility, which emphasis we do not condone. 

Furthermore, this stress on price stability also tends to minimize the obje« 
tive of economic growth. While the Economic Report speaks confidently of 
our economy having achieved a significant victory over the recession, it is quite 
vague about the Nation’s future growth pattern. It makes no affirmative dec. 
larations of goals. There is a complacency about the rate of growth which is 
ill suited to the tempo of our times. 

The report is practically silent about the economic battle to which Khrushchey 
has challenged us. This is a type of cold war to which we should respond. We 
should bend our every effort to shape our economy to win and best the Soviet 
system in this competition. But the report is silent on this subject and fails to 
make any recommendations to the Congress on basic legislation necessary to 
improve our economic structure so that it may better outdistance the Red 
contenders. 

Unfortunately, we can no longer smugly assume, as we have these last 10 
years, that we shall automatically outperform the Russians. Their dramatic 
achievements in the field of missiles have opened our eyes. But just as im- 
pressive is their record af achievements in the area of economic expansion. True, 
these advances have been gained at the expense of the people’s living standards, 
But even these are being improved. While Soviet production was 30 percent 
of total American output in 1950, it had advanced to 45 percent in 1957. The 
Soviet goal is to increase output by 80 percent in 7 years, an annual rise of 
8.6 percent in contrast to rates of less than 2.5 percent being experienced in 
this country. 

The absence of recommendations designed specifically to accelerate our rate 
of economic growth and production has left a gnawing gap in the report which 
the witnesses before your committee must seek to close. The Joint Economie 
Committee should, therefore, consider both the structural changes necessary to 
assure economic stability which is the primary and central theme of the Presi- 
dent’s Report and those which are necessary to expand production and accelerate 
economic growth. 


ECONOMIC STABILITY DEMANDS RESTRAINT ON INFLATIONARY PRICE POLICIES 


The President’s Report appropriately recommends five changes in the admin- 
istration of the antitrust laws which would restrain mergers as well as advance 
competition. These proposals have been considered by Congress and should be 
acted upon favorably. But by themselves, these proposals will not assure a more 
competitive pricing system and a more moderate pricing policy by the large 
oligopolistic corporations. Moderation of these price policies will only be 
achieved through deliberate administrative review. . Product and interproduct 
competition will not by themselves force the reduction of prices in these areas. 

The President’s admonition to the “leaders of labor unions” that “their econom- 
ic actions must reflect awareness that stability of prices is an essential condition 

‘of sustainable economic growth” is misplaced. Trade union leaders and members 
are well aware that inflationary trends. do not benefit workers. They have 
sought ways to minimize the price increases but their efforts have been rebuffed. 
Organized labor has been repeatedly told that prices are not proper subjects for 
collective bargaining. When they have offered to trim their wage demands in 
exchange for price reductions, their overtures have been rejected. 

The control of the price levels in this country cannot begin with remonstran¢ces 
to the trade-union movement. No matter how restrained or conservative the 
trade union may be in its wage demands, managements will remain free [0 - 
charge whatever prices they feel the market will take and those which conform 
to their own profiit and market targets. 

Trade-union wage objectives are in fact derived demands. They reflect the 
degree of profit already attained by employers. They are protests against the 
avaricious price policies. Workers’ demands arise from requests for shares in 
high profits employers have already garnered. Any national policy which ef- 
fectively moderates the price policies followed by management will automati- 
cally be reflected in a corresponding diminution in trade-union wage objectives. 
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The Economic Report highlights the importance of five proposals designed to 
forestall further mergers. which contravene the purpose of present acts and to 
facilitate enforcement of cease and desist orders under the Clayton Antitrust Act. 

These moves will hardly be adequate to stop the aggregation of economic 
power. Further study is required of the increased growth of conglomerate 
mergers. They are creating large, dominant, economic organizations which 
spread their influence and power over many different industries. Since com- 
petition is no longer a significant determinant of price levels, these major 
corporations are able to extend their controls and dominance over many dif- 
ferent products. It is questionable whether any special economic benefits accrue 
from this extension of control. The prestige of size and the extension of 
power and control appear to be the primary objectives. 

One other phase of this same merger movement may be found in the trading 
of companies with loss carryback credits. What was originally designed as a 
procedure for helping a company average out its good and bad financial years 
has turned out to be a technique for trading in loss offsets against profits. The 
tax benefits are exploited by persons other than those who had incurred the loss. 
Profitable companies are seeking out loss situations and merging with them for 
the tax advantages they will gain. In most instances, the persons or corporations 
which obtain such businesses have discouraged the rehabilitation of the busi- 
nesses and have proceeded to liquidate part or all of the loss corporation’s assets. 
Though these persons had not suffered any losses they have avoided taxes on 
their profitable businesses by applying the loss carryovers of the liquidated cor- 
porations against the profits of the successor corporation. Concentration is en- 
couraged and large business interests are enabled to feed at the public expense 
(app. A). 

The inadequacy of the five-point program for implementing competition is 
dramatically illustrated by the results of the Bureau of Labor Statistics study 
of price flexibility. Of 1,789 items studied, 20.7 percent had reported no more 
than two price changes in a 3-year period. Of this number 95 showed no price 
change; 136, one change: and 139, two changes. The groups with the highest 
price increases between 1947 and 1956 were those which reported three to four or 
five to seven prices changes in the 3-year period. The lowest price increase was 
recorded in the industries with the highest price flexibility. (U.S. Senate, 85th 
Cong., 2d sess., Joint Economic Committee, “Frequency of Change in Wholesale 
Prices—A Study of Price Flexibility by the U.S. Department of Labor, Bureau of 
Labor Statistics,’”’ Washington, 1958, p. 4.) 

The major challenge is, therefore, to find some system of review which would 
tend to moderate existing price formulas followed by the large, oligopolistic in- 
dustries. Three courses of action are needed, The first is a determination 
whether any of the very large corporations have passed the point of economic 
utility and to enforce the spinoff of some units. The second is the Federal in- 
corporation of the large businesses so that there might be more uniform reports 
and information required of them in the public interest. These companies should 
not only publish financial statements but should also be required to disclose their 
policies and decisions respecting production, new products, new acquisitions, re- 
search, financing, labor, and other phases of their operations. Third, the large 
Federal corporations should be required to inform a Federal supervisory agency 
of prospective changes in prices. The agency would be empowered on its own 
' motion or on public petition to. hold hearings and publish findings concerning its 

views of such price proposals. 

I have also urged that there be an annual labor-management leadership. con- 
ference, including representatives of agriculture and outstanding public person- 
alities, which would discuss the economic policies followed by our private inter- 
ests, seek to evaluate them in terms of the public interest, and reach a con- 
census concerning the principles which private enterprise should follow in its 
daily conduct and behavior to the constituent parties of the economy. 


STRUCTURAL CHANGES REQUIRED FOR LONG-TERM GROWTH 


The creation of the above structural changes in our economy would help con- 
siderably to enforce competition and moderate the inflationary price policies now 
followed by many large corporations. But these are hardly adequate to achieve 
full economic growth. Rising prices are the result not only of excessive power,. 
but also the byproduct of a sluggish rate of growth. Where high costs are not 
offset by rising productivity, the full weight of higher costs is passed on to the 
consumer in these sectors. 
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The President’s Report exhorts business to “wage a ceaseless war against 
costs” and urges all groups to “wage a relentless battle against the impediments 
to the full and effective use of our human and technological resources”, 
the report outlines no specifics to direct the parties. There is an implicit assump- 
tion that no vital change is required in our industrial structure or that no new 
institutions are necessary to help in this battle. One of the grave omissions in 
the report is the failure to come to grips with this issue. Are we institutionally 
equipped to meet the Russian challenge? 

Any analysis of the problems of our economy will immediately disclose that 
there are distinct structural gaps which must be closed for us to impel an ade 
quate rise in productivity. The private economy as now organized is not adequate 
to meet this test. New institutions and agencies and Federal assistance are 
required. 

One of the difficulties in our economy is that private enterprise does not tend 
to undertake tasks in which the risks are extraordinarily great or in which 
the returns are likely to be long delayed. We are not always aware of the fact 
that private enterprise becomes most effective when the major social invest- 
ments have been completed. A private concern is unlikely to undertake them, 
except in unusual circumstances as in the development of isolated raw material 
resources. 

In our international development we have learned this lesson. The present 
administration, which began its foreign program with the slogan “trade not 
aid,” has slowly veered its financial assistance program back to the original out- 
line by providing governmental loans for many important social investments 
needed before any private undertakings can be initiated. Private enterprise 
works best when the Government has completed the requisite social capital 
investments. 

We, in our country, have acted more intelligently than we have often spoken. 
We have assigned many functions to Government because we have learned that 
they were necessary to the effective operation of a private enterprise economy. 
It required the large investments in TVA and waterways, dams and roads to 
open up the opportunities for private enterprise in many areas. More than 50 
percent of all of the research and development costs by industry in 1956 was 
financed by the Federal Government. Governmental expenditures probably 
accounted for 60 percent of all research and development expenditures in the 
United States, In fiscal 1960 it is expected that the Federal expenditures on 
research and development will themselves exceed $5.5 billion. This huge public 
investment in research and development has provided a base for a private re 
search industry and for making private investments. 

What is needed is careful examination of our economy to determine more pre- 
cisely the places where new institutions are required to stimulate productivity 
and economic growth and to provide the necessary funds for starting these 
ventures. It is more than likely that such enterprises will stimulate private en- 
terprise to new constructive efforts which it will be able to carry on with little 
or no additional public funds. The Government has the responsibility for stimu- 
lating the sectors of the economy which tend to be laggard. The Joint Economic 
Committee should systematically survey the economy to determine areas and 
industries where such assistance may help to energize lagging sectors. 


NATIONAL PRODUCTIVE CENTERS 


There is adequate precedent for such work and enterprise. Interestingly 
enough, our foreign economic assistance program has been built upon this ap- 
proach. We have insisted that foreign countries program their developmental 
work. Asan ancillary to such projects we have encouraged the countries to estab- 
lish national productivity centers. Their first responsibility was to awaken 
the constituent national groups to the needs for higher productivity. ‘They then 
helped management improve its own performance. Later they helped humanize 
labor-management relations. Now they are engaged in bringing research tools 
to bear on the difficult areas within their economies and to stimulate the de 
velopment of the most promising sectors. These centers have been widely suc- 
cessful and crucial to the economic revitalization of many European and other 


countries. It appears only proper that this country, which inaugurated these 


programs and helped finance them, should also initiate similar efforts at home in 
sectors where they might be helpful. 

One sector of the economy where such a productivity center would be most 
useful is the services. Many have already commented that a substantial part 
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of the increase in the Consumers’ Price Index over the last few years is attrib- 
utable to the unending rise in the service sector, as well as in local taxes. Little 
has been done in this country to promote systematically improvements in these 
areas. Vested interests, the highly decentralized nature-of the decisionmaking 
centers, and oftén the smallness of the individual units makes it difficult to pro- 
mote adequate efforts at study, analysis, and experiment for developing new 
procedures for higher productivity. 

In a previous document submitted to your committee, I illustrated the problem 
in terms of medical costs. Similar analysis may be made respecting. transpor- 
tation, housing, education, recreation, and other phases of the services. There 
is a pressing need for action. No effective program can be taken by our Gov- 
ernment toward stabilizing the Consumers’ Price Index until we initiate large- 
scale efforts at increasing productivity in the service industries. A productivity 
center for the service industries appears as a reasonable approach to this end. 


REDEVELOPMENT OF DECLINING INDUSTRIES 


Another obvious area for concerted action is the declining industries. They 
‘include such huge sectors as agriculture, textiles, mining, and railroads. While 
these are sick, our Nation cannot enjoy maximum production or fully utilize 
its resources and manpower. The correction of these maladies and reinvigora- 
tion in these areas muSt be systematically pursued. Our national interest in 
them flows from the fact that they employ millions directly, and many more 
indirectly. Many communities depend upon their economic health. Billions of 
dollars in public and private capital are tied up in them. 

Some of these industries are well organized and have formulated programs for 
growth. Others are not organized and have rejected the idea of planning and 
systematic investment in new research. Still others do not have the resources 
and are not well organized for financing their expansion of markets and uses. 

The principal emphasis in this paper is upon the needs of declining industries 
and the need for institutions which will reinvigorate them and stimulate their 
growth. The purpose is not to maintain inefficient industries, but to help revital- 
ize them through research for new products, markets, and internal organization. 
Illustrative of their approach is the Commission on Increased Industrial Use of 
Agricultural Produets, which proposed a whole series of research projects 
designed to broaden the market for surplus agricultural products and to develop 
new crops to diversify current output. In the course of its report it indicated 
that the agricultural industry was not itself set up to finance such research. 
However, there are various tax or payments systems in force for individual 
crops through which some funds may be assessed. Little of this research would 
be done unless it was in whole or in part financed by the Government. In fact, 
there were many research findings available which showed great promise which 
awaited pilot demonstration to make them fully feasible on a commercial basis 
(U.S. Senate, 85th Cong., Ist. sess., “Report to the Congress From the Commis- 
sion on Increased Industrial Use of Agricultural Products.” Document No. 45, 
Washington, 1957). 

A bill is being currently offered to promote more extensive research in the 
coal industry (S. 49). Similarly, the Senate Interstate and Foreign Commerce 
Committee has completed an investigation into the textile industry. During 
the course of these hearings; the Textile Workers Union of America proposed 
a textile redevelopment agency to stimulate research into new products and 
markets and otherwise broaden the vistas of the industry’s leaders so that they 
find new roads for expansion within the domestic market. Various Federal, 
administrative, and congressional agencies are considering problems of our 
transportation industry to bring more order into this field. Each of these ef- 
forts ultimately means the reinvigoration of an older industry with consequent 
removal of barriers to economie growth. 

We have already seen other older industries reassume their growth after 
periods of stagnation. The paper and pulp industry was revitalized by research. 
Others can be similarly. stimulated. 

Another sector of our economy which requires direct attention if we are to 
moderate the rise in the consumers’ price index and improve our daily living, 
is our local government. The spawning of suburbs has created a maze of local 
authorities with endless conflicts over air and water pollution, zoning, transit 
and highway location, tormention only a few areas. The communities often find 
solutions for their own problems at the expense of a neighbor. Inefficient land 
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utilization. is commonplace; costs are constantly rising. And yet. these com- 
munities often refuse to cooperate to find a common, voluntary solution. The 
large cities often deteriorate and the suburbs are being oppressed by high taxes. 
The great need here is also for a new institution which would help coordinate 
and hopefully bring voluntary agreements into effect among these communities. 
New institutions are needed to solve our new problems. 


AREA REDEVELOPMENT 


A third need for economic growth is assistance to the chronically distressed 
communities. There are, as of February 1959, 23 large labor markets and 59 
small labor markets in this category. In addition, there are hundreds of rural 
underdeveloped counties. Most of these have made substantial efforts at rede- 
velopment. But their continued inability to rise out of the state of chronic 
distress indicates that the local resources and institutions are inadequate. Here 
again, the judgment is that the rehabilitation of these communities is in the 
long run cheaper than their abandonment. Their revitalization is essential to 
economic growth. Programs have been submitted to the Congress to.help these 
areas provide technical assistance, improve essential public facilities and con- 
struct initial industrial or commercial structures to initiate the growth process 
of recovery. This Federal assistance is vital, for local resources are often 
most depleted in these communities. They have been the backbone of the 
Nation’s economy and now that their industries, which served as their mainstay 
have declined, they must be helped to redesign and redevelop their social- 
capital structures and to find the industrial and commercial patterns which 
would initiate renewed long-term growth. 


CONCLUSION 


Structural changes are required in our economy for us to advance stability 
and economic growth. Stability requires not only the promotion of more effec- 
tive competition but also adequate public review of private policies and the 
breakup of the excessively large corporations which dominate our society and 
were constructed, like the holding companies in the twenties, primarily to 
Satisfy the power goals of individual business leaders. An important step 
toward such action would be Federal incorporation of all large business 
enterprises. 

A major step necessary toward stimulating economic growth would be pro- 
ductivity centers for economic sectors where productivity increases are lagging, 
for industries which are declining, and for areas which are chronically dis- 
stressed. Private enterprise will not generally redevélop these vast areas or 
initiate major projects for advancing productivity. The Federal Government 
must shoulder this responsibility. Through such productivity agencies, dedi- 
eated to impelling economic growth in the backward sectors of the American 
economy, we can assure their rehabilitation and revitalization and substantially 
increase our national productivity and our rate of economic growth. 


Mr. Barkin. I will make this summary comment. 

I have set forth here the problem of the conglomerate merger, the 
problem of mergers due to loss carryback credits. And I have con- 
cluded that the major challenge in the light of the problem of ad- 
ministered prices by. large economic corporations, and these two types 
of mergers, is to find some system of review which would tend ‘to 
moderate existing price formulas followed by the large oligopolistic 
industries. 

Three courses of action are needed. The first is a determination 


whether any of the large corporations have passed the point of eco- — 


nomic utility and to enforce spinoff of some units within them. 
The second is the Federal incorporation of large businesses so that 
there may be more uniform reports and information required of them 
in the public interest. These companies should not only publish finan- 
cial statements but should also be required to disclose their policies 
and decisions respecting production, new products, new acquisition, 
research, financing, labor, and other phases of their operation. 
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Third, the large Federal corporations should be required to in- 
form a Federal supervisory agency of prospective changes in prices. 
Then going to the ntaciabline] dhenetiel 

The creation of the above structural changes in our economy will 
help considerably to enforce competition and moderate inflationary 

rice policies now followed by the large corporations. But these are 
hardly adequate to achieve full economic growth. Rising prices are 
the result not only of excessive power but also the byproduct of a 
ca rate of growth. 

Where high costs are not offset by rising productivity, the full 
weight of higher cost is passed on to the consumer in these sectors. 
We indicate that the President says in his report that people should 
wage a ceaseless war against cost. But the grave question is “Are we 
institutionally equipped to meet this challenge and is it likely to come 


to pass.” 

Any analysis of our economy will immediately disclose that there 
are distinct structural gaps which must be closed to impel an adequate 
rise of productivity. The private economy as now organized is not 
adequate to meet this full test. New institutions and agencies and 
Federal assistance are required. 

One of the difficulties in our economy is that private enterprise does 
not tend to undertake tasks in which risks are extraordinarily t 
or which the returns are likely to be delayed. In our international 
development we have learned this lesson. The present administration 
which began its foreign program with the slogan “Trade, not aid” 
has slowly veered its financial assistance back to the original outline 
by providing governmental loans for many important social invest- 
ments needed before private undertakings can be initiated. 

In then proceed to indicate that we have learned this lesson piece- 
meal in many other instances. The most dramatic current one, of 
course, is the field of research where the U.S. Government provides 
the substantial proportion of 60 percent of all research and govern- 
mental expenditures in the United States, 

Another illustration, of course, is to be found in the new small 
business investment structure, which Congress provided last year. 
What is needed is careful examination of our economy on a thorough 
basis to determine more precisely the places where new institutions 
are required to stimulate growth, productivity, and economic growth, 
and to provide the necessary funds for starting these ventures. 

I think the Joint Economic Committee in this respect has a very 
special responsibility to make this overall systematic survey of the 
economy to determine the areas and industries where such assistance 
may help to energize lagging sectors and then make that information 
available to the people and the Congress so that the individual areas 
oa be specifically considered for ee constructive action. 

shall now deal with those that ow or feel that the committee 
should immediately reflect on and consider. 

IT have not undertaken, in the short time I had over the weekend, 
to prepare this to make this list exhaustive. But this should be in- 
dicative. And I should be very happy if a special session of the 
committee were held to examine these structural gaps to make a more 
elaborate and detailed analysis of othersthat may exist. 
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First of all may I indicate the irony of our own development during 
the postwar years. We have fostered national productivity centers 
in most of the free countries of the world. We eee financed them; 
we have sent our most advanced technicians, our scientists, our social 
scientists, as well as administrators. But we have been very reluctant 
to establish a comparable institution in the United States. 

I was in Europe at the beginning of this month and found that 
men who are administering these productive centers in the four coun- 
tries in which I visited are mae at this curious phenomenon where 
we reject the very idea that we sold them. 

I therefore urge that one of our greatest needs is for the creation 
of such a national productivity center. 

(Mr. Barkin subsequently submitted the following for the record :) 


NATIONAL PRODUCTIVITY CENTERS 
(By Solomon Barkin) 


The idea of a national productivity center has been most diligently pressed in 
European countries. As recovery was proceeding in Europe, many leaders be 
came aware of the need of accelerating the rate of productivity increase through 
systematic methods. The advance was a most complicated one. It involved not 
only the acquisition of the scientific and managerial knowledge, but more impor- 
tantly it demanded the will to obtain the information, the determination to apply 
it, and a widespread spirit of cooperation on the part of labor and various signifi- 
eant elements of the population. Productivity advance could not be achieved 
solely through entrepreneurial efforts. Moreover in the new state of social 
awareness a sound economic policy for distributing the benefits of. the higher 
productivity, the achievement of a higher standard of living and a form of co- 
operative relationship with workers, also occupied a prominent part in such an 
effort. 

The American Government fostered these: programs through direct technical 
operation agreements with the individual companies. 

Since the initial effort in Europe, such programs have now been developed in 
all OEEC countries. In fact these countries are now coordinated through the 
European Productivity Administration in a regular established manner (app. A). 
At a recent meeting of the heads of the various national productivity centers. 
they defined the “concept of productivity and the aims of the national centers,” 
which is attached hereto as appendix B. 

Similar productivity centers have been established in other countries and in 
other forms. Among the productivity centers are those organized in China, 
Japan, Mexico, and Israel. 

Industrial development centers and industrial institutes have been developed 
in the Philippines and Lebanon. ‘These are usually joint agencies sponsored by 
the national government and the Government of the United States. The objec 


tive is the ultimate growth of a service corporation subject to the laws of the 


country and capable of operating largely on its own funds, which are derived 
from those who benefit from its services: They are distinguished by concen- 
tration upon specific technical advice and assistance to firms and organizations 
requesting their services. They are staffed with competent specialists available 
in sufficient quality and quantity to render efficient service to the country. 

A third type of organization founded primarily in Latin America is the servicio 
which is usually established by the local. and the United States Governments, but 
is not solely responsible to either, The program is determined by a board or 
council. The staff usually includes both American and national technicians. 
The U.S. technicians are responsible for inservice training of their counterparts 
and subordinate staff. In most instances it introduces and furthers the intro- 
duction of improved industrial methods, concepts, and.techniques. throughout 
the various: services and resources at its command, It also has -the duty of 
awakening general interest in the necessity for higher produetivits , and stimu- 
lating effective and sound distribution of the fruits of greater p ction and 
increasing national economic strength and the standard of living of its people. 
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The United States also performs various other promotional activities for for- 
eign countries. There are first team visits to the United States. Americans are 
sent. abroad as industrial specialists. ‘There are various technical aids furnished 
to other countries including the following: Technical Inquiry Service; Indus- 
trial Reports Service; Technical Digests Service; Technical Exhibits Service; 
Technical Film Service; Technical Literature Service; Training Materials Serv- 
ice; U.S. Book Exchange Service. 

A full description of these agencies and their activities is to be found in a 
publication of the International Cooperation Administration entitled “Activities 
and Institutions of the Industrial Technical Cooperation Program.” 

We are attaching herewith a specific memorandum on the needs of a pro- 
ductivity center for the service industries and a draft of a project for a produc- 
tivity center for an individual state (app. C and D). 

(The appendixes referred to are in the committee files. ) 

Mr. Barxrn. In the statement I point to the fact that one area 
where such a productivity center is greatly needed is the service indus- 
tries. We all know that the-service sector of our Consumer Price 
Index is the one that seems to be moving up without cessation, causing 
a constant increase in the Consumer Price Index. It seems that the 
President’s committees that he has established in the administrative 
end are just not facing up in their instructions to the real challenges. 
No monetary or fiscal problems will correct or stem or stop the con- 
stant rise in housing costs and medical costs, in transportation costs, 
and the constant rise in local tax rates. These must be faced, and these 
can only be faced in the first instance by ‘a careful examination of their 
structure, of their habits and methods of performance, in order to 
insure greater productivity. Often the smallness of the individual 
units makes it difficult to develop new procedures for. higher pro- 
ductivity in this industry—in these industries. 

We have learned this lesson: I think the Government has a re- 
sponsibility. The second major area which I have noted here is the 
area of declining industries. Here again much work has been done 
and much more should be done. 

In the statement here I deal at some length with agriculture and 
quote the report—to Congress in 1957 from the Commission on In- 
creased Industrial Use of Agricultural Products. 

Here is an illustration of a gap which—a structural gap in our 
economy. Because we cannot — upon the small. agricultural 
units ~ do the research or to collect the funds necessary for ‘such 
research. 

In my own industry, the textile industry, we have urged a textile 
development agency. And that issue is before a committee of Con- 
gress. The same thing is being done in the railroad industry. The 
same problem also exists in local government. We must approach 
these problems of structural gaps in our economy in order to stimu- 
late productivity. 3 

Finally, I make mention of a third gap, namely, the one in area 
redevelopment, with which you Congressmen are well acquainted and 
with which Senator Paul Douglas has been so intimately associated. 

Then I conclude: Structural changes are required in our economy 
for us to advance stability and economic growth. Stability requires 
not only the promotion of more effective competition but adequate 
public review of private policies and the breakup of excessively 1 
corporations which dominate our society and were conetripoted Tike 
the holding companies in the twenties, primarily to satisfy the power 
goals of individual business leaders. 









310 ECONOMIC REPORT OF THE PRESIDENT 


An important step toward such action would be Federal incorpora- 
tion of all large business enterprises. A major step toward stimulat- 
ing economic growth would be the establishment of productivity 
centers for economic sectors where productivity increases are lagging, 
for industries which are declining, and for areas which are chmontealil 
distressed. Private enterprise will not generally redevelop these areas 
or initiate major projects for advancing productivity. The Federal 
Government must shoulder this responsibility. Through these pro- 
ductivity agencies dedicated to impelling economic growth in the back- 
ward sectors of the American economy, we can assure their rehabilita- 
tion and revitalization and substantially increase our national pro- 
ductivity and our rate of economic growth. 

Thank you. 

Representative Reuss. Thank you, Mr. Barkin. 

Our next panelist is Mr. Padraic P. Frucht, economist, Chamber of 
Commerce of the United States. If you like, we can, without objec- 
tion, make your statement part of the record, you may summarize it, 
or, if you prefer, read it in its entirety. 


STATEMENT OF PADRAIC P. FRUCHT, ECONOMIST, CHAMBER OF 
COMMERCE OF THE UNITED STATES 


Mr. Frucut. This statement summarizes the conclusions of a more 
extensive analysis and I would like to submit a supporting statement 
within a day or so if I may. 

Representative Reuss. If you will send it in, we shall include it in 
therecord. (See pp. 314, 764.) 

Mr. Frucut. Thank you, sir. 

My name is Padraic P. Frucht and I am a research economist 
with the Chamber of Commerce of the United States. I appear at 
the invitation of this committee in a personal capacity and not as am 
official spokesman for the national chamber. 

I appreciate the opportunity to discuss with the committee and 
with this distingaished? panel some of the major factors which ma 
be likely to affect significantly our ability to maintain adequate levels 
of employment and rates of growth within a framework of reasonable 
stability of the general price level and free markets. 

I propose to deal here chiefly with one element in the present de- 
bate—“‘administered prices”—and I will attempt to reexamine the 
nature and significance of this pricing mechanism for the purpose of 
making as clear as possible the kinds of policy issues we do and do not 
face. I will submit for the record a more comprehensive statement, 
going ai the reasoning behind the conclusions stated here in sum- 
mary fashion. 


The term “administered prices” applies properly to all market 


situations in which individual firms set their own prices under condi- 


tions in which the level of prices charged, and the frequency of 
changes in the level, are influenced not only by changes in immediate 
demand and supply relationships, but also by each firm’s concern for 
the effects of its short-run prices on its individual market situation in 
the future, however near or far. 

While there are many different types of influences working to affect 
the relative flexibility of pricing, the only one which works system- 
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atically over the economy is oe nota of entry. Under perfect 

competition, where identical products are bought and sold m im- 

nal markets, the impact of entry is to increase price flexibility: 

ut under conditions in which each firm’s product is more or less 

differentiated from those of its competitors, the effect of entry 1s, 
paradoxically, to reduce price flexibility. 

Let us see why this proposition must be so. We assume that prod- 
uct differentiation creates for each firm its own market, composed of 
attached customers who, because of loyalty or limited alternatives, 
will not transfer their demands, at least for a short while. But, over 
time, the demand of the individual firm is not independent of the 
prices it charges, for if its prices are above average, customers will 
seek other alternatives, and other alternatives will seek them. 

In dealing with the methods and goals of rational economic be- 
havior, and I assume this applies to business firms, the most simple 
assumption and usually the wisest to make is that the firm tries to 
make its decisions so that they will ne the most valuable possible 
flow of earnings over time to the firm. In the case of perfect com- 
petition, this injunction suggests that the firm should earn as large 

rofits as possible at each moment in time. Such behavior will pro- 
thes an income stream of maximum value, since the rational actions 
of the individual firm to earn as much as possible in the shortrun 
cannot, from its point of view at least, affect its longrun prospects but 
favorably. 

Contrast this case with differentiated competition. Take, for ex- 
ample, a local drugstore—the only one in town. No other drugstore 
is quite like it froin the point of view of its customers—who much 
dislike driving 10 miles to get a prescription filled. In the short run, 
our druggist is effectively a full-scale monopolist. He could raise his 
profit rate enormously if he took advantage of his own differentiated 
product market. eke are usually nice people who wouldn’t 


dream of doing such a thing. But are the ethics of the druggist our 


only reliance here? ia not. If the druggist dared to take 


such advantage, we all know that very soon—a matter only of weeks 
or a couple oF months—there would be another druggist in town. 

_The moral of the story is that every firm, from gasoline station to 

giant industrial company, producing products which are at all differ- 
entiated—physically, in terms of the goodwill of the seller, in location, 
or what-have-you, is in the position of the druggist. Its shortrun 
profit opportunities may be enormous, but like a sensible druggist, it 
knows that to take advantage of a shortrun market situation, which 
ostensibly belongs to him, by maximizing shortrun profits could ruin 
the company. A sensible price policy will enable the firm to hold its 
market—thus, it sets an “entry limiting” price. 
_ Under differentiated competition, then, the firm prices in the short 
run so as to earn the largest profits possible, consistent with its long- 
run earnings potential. If it is an especially efficient competitor, or if 
it has market. power to greater or lesser degree, its price will be cal- 
culated to get the maximum yield from these advantages, 

But shortrun price, however costs and demand may be moving at 
the time, must not be such that over time. it will attract such entry 
and/or lose so many customers so as to reduce the value of the firm’s 
future expected earnings stream. To the extent that its ability to 
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exclude entry is the less, and to the extent that its market can be 
eroded by entry and lost customer attachments, its pricing will be 
the more conservative. aa 

As in the case of homogeneous product competition, entry where 
products are differentiated is the essence of the competitive discipline, 

The rule of pricing under these circumstances is to determine a 
price which, given the expected behavior of existing or prospective 
entrants, will produce the maximum shortrun earnings consistent 
with maximum longrun earnings. But, if this is the case, why 
doesn’t the firm just adopt a simple rule-of-thumb percentage markup 
over cost which will pane the best level of earnings that is safe— 
and be done with it? The answer lies in the surrounding circum- 
stances. 

Differentiation implies different cost.structures and a different 
state of demand for each firm. It also implies different competitive 
attitudes and expectations on the part of the various competi 
firms. If costs are up, who is to raise first, and by how much? 
demand is down, who is going to plunge the industry into a price 
war in which no firm ie sure of surviving? At what point does 
the differentiated firm make its move? ‘These are hard questions 
to answer, and one can only state some relevant factors bearing on 
the decision by the individual firm to raise or lower its prices. 


At any moment, each administered price firm has a. given price— | 


its entry-limiting price—in effect. This price, which is higher than 
minimum average costs by a factor which expresses the degree of 
shelter from entry—the firm’s market power—is typically consider- 
ably less than the prices which would maximize profits in the shortrun. 
If demand falls, the profits of the firm fall, but until or unless the 
best shortrun price falls below the limit price, the firm will have ne 
great incentive to lower price. pe 
An attempt to shift its market demand favorably at the expense 
of its rivals might take the forms of price cuts, but this will not be 
very successful in improving matters if the decline is general, caus- 
ing others to pursue the same policy, or making them ready to 
retaliate if put under this pressure. 
Pricing behavior in response to cost changes is generally less tenta- 
tive and exploratory in nature than when demand changes. In 
general, when all firms are subject to similar cost effects, their pra 
responses will be quicker than in the case of demand shifts. 
. follows in part from the effects of general industry knowledge. that 
all firms are in the same boat, ss ci 


Now—how does market power affect preemie nreponss 5 


The answers here are somewhat peculiar. ume that the change 
in costs or demand is confined to a given industry. Analysis sug- 
gests that with greater market power, price responsiveness to cost 
changes is also greater. This intriguing conclusion is matched _ 
its converse in regard to demand changes; here the lower the. 
power, the more responsive the pric 


In an inflationary boom, the logic of administered pricing suggests 


that firms with strong market power will try hard not to increase 
price as their demand rises, is follows from the proposition 
that, prior to the demand increase, the firm was already chargi 

as much as it dared in view of its evaluation of its own entry barrie? 
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A price increase response to the shift in demand would put the firm 
above its safe price and earnings point. So, the firm will hold the 
ice line and expand output as much as possible, meanwhile push- 
ing construction of new capacity if the outlook looks promising 
enough. ; 

Under such circumstances, then, it would seem that the impact, 
of increasing demand where administered pricing is used would be 
to bring greater increases of capacity and ae increases in output 
than a more flexible pricing procedure would create. ; 

It can be asserted with considerable confidence that in a booming 
economy, there is no reason whatsoever to expect larger relative 
price rises per unit of time in response to demand. increases among 
administered price industries. And the assertion can be made more 
strongly as market power is the larger. - 

But, in all seriousness, there is cold comfort in this proposition for 
any special interest. Because market power is placed in jeopardy 
when customers are left unsatisfied, the typical response of the admin- 
istered price firm—that of Se output at the limit price—is 
carried further by the firm which has strong market power than 
would happen in “perfectly” competitive industries with perfectly 
flexible pricing. Price increases in the latter would take place to 
choke off some of the added demand for output. 

Whether or not its extra pressure to increase output places the firm 
in an awkward cost position as it strains its capacity, it does result 
in a greater output level than if the price response were more like that 
of perfectly competitive industries. 

This, in a booming economy, can only mean pressure on factor 
costs in excess of what flexible pricing would have generated. These 
cost increases will be fairly quickly reflected in higher prices by the 
given firm, and by other firms in the same labor markets whose costs 
are jolted up by this pressure. So, the retarding effects of admin- 
istered pricing on inflation may prove to be of minor significance. 

One important influence may remain. The barriers to entry con- 
fronting a given firm are not insensitive to cyclical and expectational 
influences. Entry becomes a negligible restraint during economic 
decline on firms with substantial market power. Conversely, in 
economic booms, entry becomes a greater threat. and this should be 
reflected in highly cautions pricing responses to demand increases. 
~ My analysis suggests that while administered pricing adds no steam 
to inflation, it likewise does little to cool it down. Perhaps the main 
objection to administered pricing as such should be made from a view 
to its effects during economic decline. But: even here it is not obvious 
an anccnenng downward flexibility in pricing would be particularly 

esirable, 

The problem of market power is a different one from that of ad- 
ministered pricing, per se. rdless of what we do or don’t do 
about market power, whether in business or in union hands, it can be 
said with authority that administered pricing and its relative inflexi- 
bilities are here to stay. 

_ So long as we all want diversity in products, which means differen- 
tiation, we will have administered pricing. d though one would 
ert to have the benefits of differentiation without paying for it with 

Oss in price flexibility, it would hardly seem appropriate, as some 
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have recommended in the name of flexibility, to replace “administered 
pricing” ayrononty with price controls which would, by their nature, 
preclude almost all price flexibility. 

I would like to say that apart from the matter of administered 

ricing per se, there seems little reason to suspect that market power 
in the hands of business is directly responsible for inflation. The 
evidence is highly inconclusive that the entry barrier would go up 
under inflationary conditions. The evidence points the other way. 

I would like to go further and say that the evidence is likewise in- 
conclusive about the role of union power, or labor pet in the market 
place, as far as setting loose or initiating direct inflationary pressures, 

One of the major problems that inflexibility in business pricing and 
in wage movements creates for the economy is this: A dynamic and 
growing economy in which the composition of demand in the total 
national bill of goods is shifting about from industry to industry and 
from region to region, must generate inflation as the demands shift, 
if, as increases in demand occur in one place, they are not offset by 
decreases in price in the other place. 

We can have, in other pa a ratchet inflation due to the fact that 
as prices go up in an industry or area in which demand is growi 
they fail to go down in the industry or area where demand is falling, 

Under these circumstances, with essentially full employment in the 
economy, it could be quite possible, without requiring market power 
of any consequence in the hands of business or unions or even without 
unsound governmental fiscal and mone policies, to get an infla- 
tionary spiral out of successive dynamic changes in demand. 

Thank you. 


Representative Kizpurn. Thank you very much. 
(Mr. Frucht’s prepared statement follows :) 


“ADMINISTERED Prices” REEXAMINED 


(By Padraic P. Frucht, Economic Research Department, Chamber of Commerce 
of the United States) 


INTRODUCTION 


Business organization, the structure of markets, the private pricing practices 
have long been matters of public interest and policy concern. Our antitrust 
history testifies to this fact. But, in addition to traditional problems of mono 
oly and restraint of trade, these matters have assumed a new importance in re 
.cent times in relation to problems of economic stability and growth, More 
specifically, attention has been focused on “administered” prices and wages a8 
“causes” of inflation or as impediments to public policies designed to promote 
adequate levels of employment and rates of growth within a framework of rea- 
sonable stability of the general price level and free markets. 

In spite of the clouds of loose thinking and irrational verbiage about “admin- 
istered prices” and “wage inflation” which have hung like a heavy smog, over 
public discussion of these issues, it is of vital importance that policymakers 
assess the potential success of public stabilization measures ‘in light of the i 
stitutional structure of product and factor markets to which they are applied: 

But current discussion of these issues have been dominated by,a barrage’ of 
highly subjective and supercharged, partisan interpretations of piecemeal me 
of evidence. These “intuitions” have failed to meet any objective test’ 
logical consistency or coherence: While much free-wheeling eclecticism can 
often be most useful in bringing important real problems to’ the light, it should 
not in itself form any basis for legitima loose, thi in. formula 
economic and social policies. For this rea: a systematie, logical framew: 
for the analysis of market structures and their implications for pricing behavior — 
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is needed if we really want the air cleared and the real problems in this area 
hlighted. 

wei statement deals chiefly with one element of the present debate—ad- 

ministered prices. It attempts to reexamine systematically the nature and sig- 

nificance. of administered prices for the purpose of making clear the kinds of 

policy issues which we do and do not face. 

The term “administered prices” has many meanings and connotations. In 
part this confusion indicates a dissatisfaction with the conventional tools of 
economic analysis in explaining the complexities.of business behavior in the 
real world. This dissatisfaction is not altogether unfounded, though it has been 
much too sweeping in its application... Conventional analysis does give clear 
and unambiguous results for extreme cases: (1) perfect competition, where a 
homogeneous, or undifferentiated product is involved, and (2). pure monopoly, 
where one firm or decision-making entity has exclusive and excluding control 
of the market for a product having no close substitutes. But, in between the 
extremes—where products are differentiated, where there are sometimes few, 
sometimes many sellers, where entry of new competition may be difficult or 
easy, where market adjustments may be slow or rapid, where. diversity seems to 
defy simplification—conventional tools of analysis do not always provide the 
clear, rigorous generalizations which we would like to have in answer to the 
questions. 

Because of this unsatisfactory state of affairs, economists are now in the 
process of developing some new approaches. This does not involve any scrap- 
ping of received economic doctrine, which, for most of the questions on busi- 
ness behavior which concern us, remains our clearest and soundest approach. 
The question at issue in the administered pricing debate requires us to deal 
systematically with questions regarding pricing inflexibilities, which, however. 
are explicitly excluded from consideration by the assumptions of more orthodox 
economic theory. For this reason, we may find it conducive to a clearer under- 
standing of the administered pricing issues to redirect the traditional tools 
toward more relevant distinctions and assumptions about the forces which shape 
business pricing decisions. att 

Part of what follows is old and part is new. Important contributions by: Pro- 
fessor Edward Chamberlin, for instance, have made economists face up to the 
fact that some aspects of business behavior cannot be easily reconciled with the 
more orthodox image of economic reality. ‘Though the specific approach adopted 
by the author has been developing over a period of time in teaching and research, 
it owes much to the creative work of Chamberlin and Joe Bain’ on these prob- 
lems. Because some features of the analysis are relatively new and unfamiliar, 
the argument is developed in considerable detail. The length of this statement 
will be justified if it helps to clarify some “administered” confusion and throw 
light on the policy issues which seem to be involved. 


PRELIMINARY CONSIDERATIONS 


The relative flexibility of products and prices 


More mischief is done by the careless habit, shared by most of us, of assum- 
ing that products are definite physical entities, that services can be measured in 
precise units. A steak may be well or badly cooked, the restaurant clean or 
dirty, handy or inaccessible. Few defendants at law assume that one lawyer is 
a@s good as another. : 

Products and services have many significant dimensions which influence our 
dispositions to buy from this or that seller or producer. Along with its central 
core of physical characteristics, qualities or performance, the product package 
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includes all the terms and conditions of sale, locational accessibility and other 
factors relating to the buyer’s convenience. The reputation and personality of 
the seller, his agents and premises—his good will—may be of primary im- 

rtance. 
Pe Most of the dimensions of the product package possess some degree of economic 
value to the buyer, though the relative valuations by different buyers of the 
different elements involved may vary greatly. 

Since most elements of the package are costly to create and to mainfain, 
sellers are constantly reappraising and changing the elements in their product 
packages in the light of their costs and consequences in sales. Thus, it is quite 
possible for a product price to remain fixed over a considerable time while the 
product package itself changes radically in its composition and value. 

Although we are not here concerned with the economic effects of competition 
in quality and other nonessential aspects of product packages, we must take 
cognizance of the fact that such adjustments as these render product price sta- 
tistics less than accurate reflections of the relative flexibility of many prices, 
For this reason, comparisons of the frequency of price changes among industries 
can be misleading, unless supplemented by evidence on the other aspects of 
product packages. 


Factors influencing flexibility of posted prices 


Before turning to the analysis of administered pricing, it would be worthwhile 
to remind ourselves that the frequency of price adjustments depends funda- 
mentally on many factors, of which entry is only one. Some of the more obvious 
of such influences on relative price flexibility should be mentioned : 

(1) The frequency of factor price changes. A producer hiring many kinds of 
labor skills in a tight labor market would be more affected by changing wage rates 
if none of his workers were unionized than if each skill were in a craft union; 
the frequency of factor price changes in the latter case would probably be greater 
than if his workers were members of an industrial union. 

(2) The special circumstances of the particular market—its institutional 
mores and customs, its merchandizing patterns, model changeover rates, the 
expenses involved in changing prices, etc. 

(3) The relative importance of variations in product packages, quality ecom- 
petition. 

(4) The degree to which posted prices are actually paid: 

(5) The rate of technological change. 

(6) The relative newness of the product and the rate of change in its output. 

(7) The degree to which import competition is significant. 

(8) The degree to which governmental policies and programs affect’ pri 
and wage policies, 

(9) The importance and role of product differentiation among the firms. 

(10) The seasonal and cyclical sensitivity of product demand. 


(11) The importance of competing substitutes and their frequency and direc- 
tion of price changes. 


(12) The ratio of fixed to variable costs. 

(13) The speed at which new capacity can enter. 

(14) The degree of variation among the firms in their cost structures and in 
the relative behavior of their factor prices. 

(15) The variation in factor combinations among the firms. 

These factors condition the pricing behavior of all industries. The force of 
each one may vary greatly from industry to industry and from time to time, 
however, and we would expect a priori that relative price flexibility would differ 
considerably among industries in any given time period. Furthermore since 
manv of these factors are subject to change over time for any industry, we 
should not be surprised to find the relative frequencies of price changes among 
industries changing considerably from time to time. 

But, among these influences is one which, wherever it exists, acts to indtice 
some rigidity in pricing regardless of how the other factors apply and regard- 
less of how costs and demands in an industry may be moving. This basic influ- 
ence is product differentiation, which always acts to prevent immediate pricing 


adjustments to changes in circumstances. 








aweeoxetpuocHnrcd 


i 


R23 RIGS 2 


ECONOMIC REPORT OF THE PRESIDENT 317 


ASSUMPTIONS 


The analysis of administered prices which follows rests on the following realis- 
tic assumptions : 

(1) That product differentiation which is prevalent over wide sectors of 
the actual economy implies that each firm has, in a sense, a market of its 
own, but that the ability of a firm to exploit its market is subject, in varying 
degrees, to the constant threat of entry by actual or potential competitors. 

(2) That each firm attempts to maximize its profits, but that the time 
horizon of the firm is sufficiently long that profit maximization in the short 
run will be constrained by longrun profit considerations. 

On the basis of these assumptions, a theory of “limit pricing” will be developed 
which says in essence that the prices of all firms producing differentiated prod- 
ucts, with or without market power, are determined at any moment in time by 
the conditions of entry into each firm’s market as well as by costs and demand. 
In other words, the focus of attention is how market constraints discipline the 
firm as it carries out its longrun, profitmaking functions and, in particular, how 
longrun considerations affect shortrun price and output decisions. 

As used in this analysis, the term “administered prices” properly applies to 
all market situations in which the individual firm sets its own prices under con- 
ditions in whch the level of prices charged and the frequency of change in the 
level of prices are influenced not only by changes in demand and factor costs, but 
also by considerations regarding the effect of pricing policies on the firm’s market 
situation in the subsequent time periods. 

This definition, it should be noted, excludes the “auction prices” of perfect 
competition involving homogeneous products. It does cover all other cases where 
some degree of “differentiated competition” exists. It should be further noted 
that this definition implies nothing about the market power that individual firms 
may or may not possess. The implications of market power will be dealt with 
subsequently, but our first task is to examine rigorously the systematic influences 
which affect all “administered price” firms. This is attempted by means of an 
analysis of pricing behavior where the products of each firm are differentiated, 
but no barriers to entry by existing or new firms into any other firm’s market 
exist. This case, therefore, is one of the most intense competition. After 


studying this case, it will then be possible to make an assessment of the probable 
influence of market power on observable price behavior and of the policy implica- 
tions of such behavior. 


Identical versus differentiated product competition 


Despite the many influences operating to prevent or reduce price rigidities, ad- 
ministered prices are considerably less flexible than the auction prices encoun- 
tered where there is identical product competition. This. relative inflexibility 
appears to be the result of the combination of product differentiation among 
business firms and the pressures of actual and prospective entry. .Entry is the 
most essentially competitive influence in the economy, working as systematically 
throughout the entire administered price sector as in the competitive auction 
price sector of our economy. However, there is a significant difference in the 
way this vital factor operates in the two cases. 

Under identical product competition, the probabilities of entry of new capacity 
which would unfavorably affect its own profits cannot be influenced by the actions 
of the firm, nor does the firm consider the effects of its own behavior on prices. 
In the case of product differentiation, however, at each point in time, the firm 
must take into account the fact that entry into its own market can be influenced 
by its pricing decisions. In other words, the pricing policies of the firm will, 
perhaps dramatically, affect the future earnings of the firm. Furthermore, it is 
noteworthy that the entry which disciplines the differentiated producer need not 
involve new capacity; it may primarily take the form of market invasion by 
already existing rivals. A further difference exists: Under identical product 
competition, it is primarily the actual entry of new capacity which disciplines 
competition ; under differentiated competition rather similar policing effects are 
obtained as much by the threat of entry as by its actuality.. In this sense, 
fighly competitive diffentiated product industries could be meaningfully 

described as even more competitive than identical product industries. 

These differences underlie significant differences between the pricing mecha- 
nisms which apply. While competition or market power with identical prod- 
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ucts result in instantaneous price responses to cost or demand ¢ 
competition and market power with differentiated products produce relatively 
inflexible limit pricing and behavior. 


“PERFECT” DIFFERENTIATED COMPETITION 


Let us analyze, initially, the pricing behavior of firms which, while producing 
differentiated products, are subject to the most vigorous competitive pressures 
We assume that each firm produces only one product, which is differentiated iy 
some manner from those of its competitors, if only slightly. Quite accurate 
knowledge about competitors’ earnings, sales, and capacities is assumed to be 
in the hands of each firm. Each firm has a given output capacity. Given the 
degree of differentiation (or relative customer attachment to its product), the 
firm must set or administer the price which in its own estimates will be most 
profitable. We assume that there are no barriers to the entry of new firms or 
existing firms into the market of any firm. Under these circumstances, the price 
of any firm cannot be set above the level that will produce normal profits (unless 
its efficiency is above normal) without its eventually suffering serious erosion in 
its sale. We assume, however, that some greater or lesser period of time must 
elapse before entry takes place. The rate of erosion of such a firm’s market will 
depend on its product differentiation and on the behavior of its rivals, who may 
be expected more and more actively to seek to attract its customers as the prod- 
uct price is raised higher and higher. Our firm, thus, has a number of price 
alternatives, each with different consequences for the behavior of its earnings 
over time. Selecting a price policy that will produce optimal profits is a critical 
problem for such a firm, since a bad error on this could wreck the firm’s future 
earnings potentials. 


Longrun profit marimization 


Since the firm endures in time and uses economic resources capable of earn- 
ing profits for the firm in alternative uses or through investment of their 
proceeds on sale, profit maximization as the central goal of the firm implies that 
the firm acts so as to maximize the present value of these resources. This means 
that in making decisions the firm will use its best judgment in selecting from 
its policy alternatives those which may be expected to produce that flow of 
future income worth most from the viewpoint of the present. The expected flow 
of income connected with each policy alternative is implicitly corrected by allow- 
ances for the risks and uncertainties judged to be associated with it. 

Given the income flows believed to be associated with each price, the value 
of each flow of expected income is explicitly or implicitly calculated from the 
point of view of the present. This is done by discgunting back to the present the 
expected income of each future period at the interest rate at which the firm may 
borrow capital. (The present value reached is analogous to the value of an 
annuity yielding the given payment flow.) 

The goal of selecting output levels with given capacity which will produce 
maximum profits at each moment in time dominates perfect identical product 
competition and monopoly situations. Economists term this approach “shortrun 
profit maximization.” Under the conditions applying in these two above cases, 
shortrun profit maximization is required under longrun maximization. In our 
discussion we shall refer to the price selected on this basis as shortrun price. 

’ Longrun considerations occupy the stage at the same time as shortrun tactics 
are being implemented, but primarily these involve a recurring decision as to 
whether or not to make a change in capacity or technology. Such longrun 
decisions do not affect the adjustments and accommodations made by the firm to 
its current market circumstances, however. 

On the other hand, since we wish to find an approach which will help us to 
explain a number of vital aspects of the pricing behavior of most firms as we 
find them in the real world, we find it more useful to adopt an approach which 
stresses the significance of longrun strategy for constraining shortrun tactics. 

It should be noted that, since risk calculating of possible income flows is a 
highly subjective matter, different firms, even in highly similar circumstances, 
may choose different longrun policies or strategies with quite different shortrun 
consequences. But, competition, to the degree that it is effective; acts to reward 
or penalize and constrain these individual differences, so that actual business 


behavior among rivals works out to be more similar than might be expected 
offhand. 
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The problem of choosing the best price policy is so critical for the differentiated 
competitor because his price affects not only his present sales but also, and 
much more significantly, his future sales. The essence of his pricing problem 
lies in those factors responsible for the difference between the price policy which 
will yield the maximum profits in the short run and that which will maximize 
his longrun profits. 

Time periods 

For purposes of clarifying the central issues of the longrun and shortrun 
pricing alternatives, we define two time dimensions for pricing decisions: 

The short run—This is the period in which the firm’s market will remain 
intact whether the firm increases or decreases its price relative to its actual or 
prospective competitors.* Within this period the firm has its market to itself and, 
thus, faces a @emand schedule which falls to the right. If the differentiated firm 
raises its price to exploit its shortrun market situation, it could usually increase 
its shortrun profits—even though it would sell less. This shortrun period ends 
when entry begins to erode the market of the firm. The period of time covered 
by the shortrun may be long or very short: A matter of days, weeks, or months 
depending on the complex of interrelations among such factors as the speed at 
which market penetration by rivals could take place, quickness of entry, and 
the relative change in the firm’s price. 

Loss of the firm’s customers, whose preferences for the firm’s product are 
embodied in the shortrun demand schedule, may be the result of active invasion 
of its market by old or new competitors, or may simply be the result of an induced 
revision of preferences by the customers. Since the effects of market invasion 
and loss of customers whose preferences change are the same from the point of 
view of the firm contemplating a change in its relative price, we lump both 
factors under the term “entry.” 

Let it be emphasized that entry includes all market developments adverse to 
a given firm’s future sales, which in the opinion of the firm could result from 
reactions to its pricing policy. Our purpose is not to imply that firms always 
make correct judgments as to these relations; we only emphasize that such 
judgments are made and result in relative inflexibilities in pricing behavior. 
Nor does it matter whether from the point of view of a given firm the relevant 
entry consists of new entering firms producing products of similar physical char- 
acteristics, expansion by existing rivals in capacity and/or greater sales efforts 
in the given firm’s markets, or building up of the position of substitute products. 
Entry is a many-dimensioned threat and any or all of these types may operate to 
restrain the pricing behavior of a given firm. This restraint results in entry 
limiting price policies, in which prices do not adjust to changing costs and 
demand with the speed or the range to be expected on the basis of traditional 
competitive or monopoly models. 

Separation out of these types of entry is required in analyzing the changes in 
industry capacity resulting from general changes in industry demand or costs. 
(Distinctions here may also be useful when we deal with cases where significant 
market power exists: While firms with low market power may be far more con- 
cerned with entry by existing rivals than of new capacity, the reverse may be 
the case where strong market power is held.) 

The long run.—Under our assumption of perfectly free through not immediate 
entry, the consequences of short-run prices which yield more or less than normal 
profits for the perfect differentiated competitor of average efficiency can be 
grave. Any price above that which will yield normal profits to such a firm when 
it is operating at minimum cost output levels is too high. After the short-run 
period of grace, this would result in the loss of customers and active entry by 
other firms sventing a situation of vulnerability. Such firms may seem to have 
Market power in the short run, since short-run profits could be very high, but 
the entry corrective is too powerful for such exploitation to take place. 

Perfect differentiated competition means that the firm must learn ‘to price 
at the level which yields normal profits on sales which fluctuate about its lowest 
unit-cost output level, or get itself into real trouble. The problem of finding 
the appropriate price is intensified by the fact that sales in a given firm’s 
market will normally fluctuate in some erratic fashion from day to day and 
week to week. Under this circumstance the firm may experience difficulty 


® We use here a demand schedule based on the principle that other prices do not react 
S, fits Sears | iat to changes in a given firm’s price and output. Basically, it, is Chamber- 
s’ ** nection. 
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in determining that its market demand is shifting in a more systematic sense, 
Since wrong judgments here may prove serious, the differentiated competitor 
will not even contemplate a change in price until he has a clear idea of his 
actual sales trend. 

Should a firm’s particular differentiation characteristics meet with especial 
market favor even when it is pricing correctly, the firm will have a choice 
between expanding its capacity—while maintaining in the interim the appro- 
priate safe price—or else of letting entry take place. Since the gap between 
price and minimum average unit cost is necessarily small under these competi- 
tive conditions, even a small increase in output levels beyond the minimum 
unit-cost point will reduce profits significantly. Under these circumstances, the 
firm’s longrun expectation of normal profits on its investment will leave the 
question of appropriate size to be determined by the interests and capabilities 
of the particular entrepreneur involved, in the light of the technological con- 
siderations implicit in the nature of product differentiation. 

Actual industries, which even remotely resemble the conditions here discussed, 
could only be so structured by virtue of the tremendous pressures placed on the 
entrepreneur. The scatter in firm size we find in such industries in our 
economy expresses both the effects of differential entrepeneurial capabilities 
and the different technological characteristics of particular forms of differenti- 
ation. Under unusually able entrepeneurs, firms may earn much more than 
normal profits, though pricing at normal levels. Such firms can and should 
expand until additional investment adds only as much as its cost in interest— 
whether paid or foregone. 

Other firms, contrariwise, given their plant scale and their particular differ- 
entiation characteristics, will find themselves unable to secure enough attached 
customers to sell at normal prices and earn normal profits. The end result is 
essentially the same here as under perfect identical product competition— 
exit of such firms. In a real sense, however, perfect differentiated competition 
is a harsher regimen than perfect identical product. competition, because in 
adidtion to the necessity of maintaining production efficiency—lack of which 
alone can destroy the classical competitor when his industry is healthy—the 
differentiated competitor must also exercise good judgment in dealing with the 
uncertainties of pricing and of choice of optimal differentiation. 

A major pricing problem confronting the differentiated competitor involves 
his determination of the normal amount of fluctuation in sales about his mini- 
mum cost level to be expected. If sales are more than normally stable, the 
firm’s costs will be less than otherwise, so that at a given price the firm will 
earn more than normal return. Can such higher earnings be maintained, or 
will the firm’s superior efficiency only prove to have been an illusion, blasted 
away by market invasion of profithungry rivals? Given a price which over 
time sustains reasonable earnings at output rates in its minimum cost region, 
the firm will tend to stick to it until costs in the industry change or until its 
short run demand changes clearly for the worse. 

Analysis of the behavior of administered prices indicates that different be- 
havior is to be expected for different circumstances. Thus, we may be dealing 
with cases in which the increase or decrease in demand or in costs applies 
generally through the industry, but not to the economy as a whole; we may be 
concerned only with how the individual administered price setter will behave 
when the changes which affect his costs or sales apply only to his firm rather than 
to his rivals. 

There are clearly many possible cases deserving analysis, in each of which the 
characteristic behavior of prices and output would be different. But our concern 
here lies mainly in the general case, where the change in costs or demand affect- 
ing a firm applies generally to its industry. Unless otherwise indicated, the argu- 
ment will rest on the assumption that the outlook for the economy as a whole is 
favorable—the case in which entry is most likely, other things equal. 


Response to demand changes - 


Under the pricing policies just described, the firm would not respond to demand 
shifts with price changes unless these shifts were relatively large. If the price 
appears right but sales nevertheless fall, the firm will strive to shift its short- 
run demand schedule back by improving its product package. If demand should 
increase, the firm has several choices of action, of which a price increase may 
seem the most dangerous. 

The administered or entry limiting price yields normal profits for the differ- 
entiated competitor only at or about a given level of sales, making allowance for 
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what extra costs are created by the temporary sales variations normal in the 
given market. Thus, the entry-limiting price is based on a markup over the costs 
incurred at optimum rates of production, a pricing device well known in industry 
as standard costing. 


Response to a general decline inindustry demand 


As the sales of individual firms fall, along with industry demand, unit costs 
rise, since production is no longer at the optimal rate. The problem of whether to 
cut price can pose miserable dilemmas to the differentiated producer: in some 
competitive industries in which style is the key element in differentiation, it may 
often happen that a price reduction by a producer will be regarded as a tipoff 
by distributors of nonacceptance of his styles by consumers ; again, price cuts may 
set up expectations of more cuts to follow, hence reducing demand even more in 
consequence. Weaker firms eventually must find themselves in a position where 
their short-run price is less than the limit price, so that it may appear that they 
will lose less in selling at a lower price than at the limit price. While this is 
happening, the sales of firms at the (higher) limit prices continue falling due to 
the decline in industry demand, and when the short run ends, their sales are then 
heavily eroded by the price cutters. If the decline goes far enough, prices could 
reach the point where they just cover average variable costs, the price decline 
being stopped at that point by the rapid shutdown or exist of capacity from the 
industry. 

It is impossible to specify in any realistic sense just how the prices and outputs 
would behave during the pulldown from the limit price. We can say, however, 
that should the lower industry demand level persist, so long as there is some 
demand, adjustment will entail the exist or shutting down of enough capacity 
to cause an increase in the volume of sales of the firms remaining in operation, 
to the point, finally, where normal profits may again be earned. During this 
process, each remaining firm will be able to increase its price as its short-run 
profit maximizing price rises, though only in a most tentative and cautious man- 
ner. As earnings approach the normal level again, fear of market erosion is 
likely to slow down and stop the increase of prices and a new equilibrium in 
industry prices, profits, and capacity will be established again. 


Response to demand increases 


Behavior as demand rises reverses that taken.as demand falls. A general rise 
in industry demand, that shifts each firm’s short-run demand schedule and 
increases sales, will not directly lead to a price increase. If the firm increases 
its prices, may not it stand to lose customers to more cautious price setters? 
Price increases which are too hasty may hurt the firm very much in the long 
run. But, as output rises, so must costs; as costs rise, profits fall and may even 
turn into losses if sales increase enough and price is not raised. This situation 
is sharply different from the behavior of price and output under perfect identical 
product competition. In the latter case, price will rise, perhaps very sharply, 
as demand increases and will not fall near the minimum average cost level until 
entry of new capacity has done its profit-reducing work. 

As growing sales drive up his costs, the differentiated competitor is in a most 
difficult position. He must gage the possibility that an increase in his price will 
lead to erosion of his demand; thus he must try to figure out how his rivals will 
react to his price increase. If he loses some customers, can he expect to get them 
back later? One key factor here turns on whether or not any of his competitors 
till possess excess capacity which they could and would use to bid away his 
customers. Since the rate of sales growth among the firms will not usually be 
identical, in the early stages of rising industry demand there will typically be 
enough unused capacity among competing firms to restrain price increases by 
those with faster rising sales. 

The wall must break down eventually, however, for increasing sales for the 
firms mean ever higher costs, until and unless capacity is increased by the 
existing firms. This puts great pressure on the individual firms to raise price and, 
eventually—though this process is as obscure as what happens when demand 
falls—prices must rise if adequate entry of new capacity has not yet taken place. 
The differentiated firm which is established prior to a general demand increase 
thus will be hard put to get much profit advantage out of the favorable demand 
situation. This case is very unlike that of perfect identical competition, where 
the existing firms earn unusual profits until entry reduces prices down to 
equilibrium again. An alternative policy, of course, is for differentiated product 
firms: in this position to hold down output and ration it among their customers. 
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Prices will only be raised when the firm finally decides that the present value 
of the probable losses expected in its future income is exceeded by the value of 
the expected gain in purely short-run earnings. The more speedy the entry of 
new capacity and the more possible it is for individual firms to raise their capac 
without finding their minimum unit costs raised, the more pressure there 

be against price increases. If the entry of new capacity is relatively slow and/or 
if growth in the average size of the firm is restricted by diseconomies of scale, 
the pressures against price rises will be reduced. 

On the other hand, if the demand increase is not expected to last, resistance to 
price increases, plant expansion and rationing will probably be strengthened, 
Whether or not new capacity enters, the firm which anticipates a speedy return 
to normalcy may be willing to sacrifice some present earnings and may even 
stand for some losses as an investment in future sales and earnings. 

Taking into account the many other less systematic factors which we cited 
earlier as bearing on price flexibility, it may well be that administered pricing 
may typically be more flexible than this argument has indicated. But it seems 
clear that—even under rigorously competitive conditions involving large num- 
bers of competitors, who tend to earn only normal profits—pricing under product 
differentiation must be much less flexible than under perfect identical competi- 
tion. The behavior of pricing in such strongholds of intensely competitive differ- 
entiation as the costume jewelry, garment, book publishing, and textile trades 
well fits this conclusion. 


Responses to cost changes 


Generalized cost changes have somewhat different pricing effects than those 
of demand movements. If the overall level of industry demand remains fixed, the 
results of cost increases must include a squeezing out of some industry capacity. 

ixit of some firms presupposes some bouncing around of sales rates among the 
firms, but the pressure of losses will ameliorate the situation by holding back 
entry of new capacity while it also is applying the final coup de grace to firms 
which were just hanging on before the cost increase took place. Thus, it is rea- 
sonable to expect that exit may be speedier when costs rise than entry is when 
demand rises. As exit takes place, sales per firm will rise. Again, resistance 
to prices increases would occur, but eventually some pattern of cautious, erratic 
sequences of price increases should develop until a new equilibrium in industry 
Price and output is once more established. In this case, though, price should 
rise to its normal profits destination more quickly than in the case of demand 
increase. However, this gradual rise would only take place after exit of capacity 
has begun. Under identical product competition, price would sharply rise at 
once and then would slowly rise further toward equilibrium in profit-output rates 
as exit took place. 

Should both demand and costs rise, essentially in step, the limit price increase 
should occur more quickly. How quickly prices would rise, however, would de- 
pend upon the degree of awareness among the firms as to the generality of their 
individual situations. In the limit, the price responses could be almost as 
fast as under classical competition, since no unsettling sloughing off of ca- 
pacity would be required. 

Decline in industry costs, with industry demand fixed, would also be reflected 
in price decline more quickly than in the case of demand decline. Awareness 
among firms used to earning normal profits that earnings were generally ris- 
ing would suggest the entry of new capacity which could erode their markets; 
also, falling costs would make it possible for some of the weaker firms to pick up 
some extra sales by ifvading other firms’ markets with small price cuts. The 
process of price reduction would not be so quickly discouraged by rising unit 
costs as in the case of falling demand, since the cost drop would increase the 
slack to be taken up. But output increasse would. increase costs, discouraging 
output increases beyond some point. Entry of new capacity might be required 
to bring price down to the equilibrium level. This case is very similar to that of 
perfect identical competition though output could be expected to increase faster 
than in the latter case. ; 

Where entry is not blocked for any existing or potential entrant who knows 
what he wants to produce, but knowledge of market trends is highly imperfect, 
the situation can be somewhat different than we have thus far argued: Assume 
that prospective entrants have adequate knowledge of prices and costs of partic- 
ular types of differentiation, but not sales rates or protits.. Under these circum- 
stances, typical in a number of industries, the appropriate entry-limiting pricing 
strategy could well be the rule of applying a fixed margin to variable costs esti- 
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mated for some standard output rate. Where such rules apply, pricing responses 
to cost changes would be virtually instantaneous, though responses to demand 
changes would probably be as slow as‘in the case of “perfect” differentiated 
competition. 

Some implications of perfectly competitive administered pricing 

The major implication in pricing behavior under conditions of perfect differ- 
entiated competition in respect to demand or cost changes is that such changes, 
in either direction, affect prices to a smaller extent, both in speed atid in range 
of response, than would be the case under perfect identical competition;; In 
general, pricing responses to cost changes could be expected to be much quicker 
than responses to demand changes. But if the new demand or cost situation 
persists, such competitive administered price industries will eventually get to 
an output and price position similar to that of perfect competition. Indeed, 
though the price responses, while capacity is fixed, are much slower than in the 
perfectly competitive “auction’’ price markets, there is no reason to assume 
entry or exit to be slower. Hence, perfect differentiated competition could well 
attain final equilibrium after a change in demand or costs as quickly as in the 
ease of identical product competition. 

The other side of the coin is the fact that slower price responses mean greater 
output fluctuations. Pricing behavior under inflationary conditions will thus 
be such that general cost increases will be rather quickly translated into price. 
increases of similar magnitude. Except where demand increases are accom- 
panied by similarly rising costs, however, their effects will primarily, though not 
exclusively, be in the form of increases in output from existing plant and entry 
of new capacty. These output increases, in a full employment economy (or, 
waiving this assumption, in a situation in which resources are not highly mobile) 
will result in rising factor costs. Thus, the upward price pressure of cost 
increases due to excessive output in relation to the most efficient scale will be 
buttressed by those added by increasing prices of the production factors. Thus, 
although via a somewhat different mechanism than that of identical product 
competition, prices under perfect differentiated competition will t nd to rise 
following demand increases. In the long run, for a given increase in demand, 
the results under both types of competition will tend to be the same. 

Rising demand levels in the economy, shared by an industry with perfect com- 
petitive differentiation, will thus result in higher prices in the industry. Limit 
pricing provides some slack before prices rise, but sustained increases in sales 
must drive up prices if entry doesn’t catch up quickly. But even if entry is 
speedy, the pressures put by the increasing output rates on factor prices must 
drive prices up relatively quickly. The major difference between the two pricing 
situations is in the paths taken by intermediate output and price positions. 

Administered pricing under perfect competitive differentiation places some 
drag on the rate of increase in the price indexes when demand or costs are 
rising, but it does not in any sense reduce, or even mitigate, the more fundamental 
inflationary impulses. 


ADMINISTERED PRICING WITH MARKET POWER 


“Market power” may be defined as the degree of ability on the part of the firm 
to maintain its price at a level above that at which an entrant operating at 
average efficiency could make normal profits if he encountered no abnormal “or- 
ganizational” expenses or risks in getting established:* ‘The greater the invést-: 
ment required by existing or new firms in order to break into an established firm’s 
market, the greater the return on “goodwill” which the entrant would have to: 
earn in order to obtain normal profits on his total entry investment. 


Types of entry barriers 
Market power depends on the strength of the factors which deter entry from 
eroding away persistently large rates of profit,in the hands of its possessor. Bar- 
riers to entry fall essentially into eight general categories: . 
(1) “Goodwill”—the: exclusiveness of, the firm’s product. differentiation 
and the expected costs of overcoming sufficiently for successful, entry the 
/market-attachingidevices by which it is preserved by the firm, 


*To avoid defining away “‘market, power, SS: 


”? ginee 
turns to the risks and alk organizational expenses of entry, a ormal 
to include only a compensation for the risks of a going, established business plus a rn 
in (riskless) interest. The extra returns required to justify entry against an en ed 
rival, reflected in price, thus define the extent of ‘market power.” 
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(2) The capital requirements for successful entry, together with the de. 
gree of specialization of these capital resources; the relation of the entering 
output scale to the size of the market, the rate of utilization of existing 
capacity and the growth trends in the market. 

(3) Those created by preemption of vital scarce resources, locations or 
know-how. 

(4) Those created by Government—as by licensing rules, patent and trade- 
marks, procurement activities and subsidies. 

(5) Those which, however market power was initially obtained, depend 
upon systematic competitive abuses. 

(6) The existence of increasing economies as scale of output by the firm 
increases. 

(7) The degree to which existing or potential rivals have reliable informa- 
tion about the circumstances and behavior record of the firm. 

(8) The probability that entry would result in a price war and the proba- 
bility that a prospective entrant could survive such a war. It may be noted 
that these probabilities can be substantially affected by the climate of anti- 
trust enforcement. 

The pricing objectives of firms with market power are assumed to focus on 
the aim of earning the highest returns possible in the short run which are 
consistent with longrun profit maximization. Circumstances may favor either 
one of the two possible pricing strategies: shortrun or longrun profit maximiza- 
tion. 

Shortrun profit maximization—The monopoly case 

The shortrun profit maximization potentialities of the firm may. be of. such 
size and expected duration as to overshadow any adverse longrun effects on 
the future earning stream. This will be the more likely as future market trends 


and developments are the less predictable and as the entry timelag isthe . 


greater. Market power exercised so as to produce shortrun profit maximization, 
however, will resemble the textbook monopoly case, rather than that of admin- 
istered pricing. We, thus, distinguish “market power” from “monopoly” on 
the basis of the relevance of the.entry deterrent. Monopoly circumstances and 
shortrun profit maximizing behavior should. produce pricing flexibility com- 
parable to that of the most competitive identical product industries.. One would 
not expect to find more than a few, if any, examples of such circumstances in 
the real world. This situation can be defined in administered pricing terminology 
as one in which the limit price, beyond which the firm would not go under any 
shortrun conditions, lies above the shortrun profit maximization price. 


LONGRUN PRICING UNDER MARKET POWER 


Where firms possess market power, they typically follow administered pricing 
practices in which longrun considerations dominate shortrun price decisions. 
This case differs very little in a formal sense, therefore, from that of perfect 
differentiated competition. The key difference here, of course, is that pricing 
strategy allows the firm to price so as to earn more than normal profits—for 
simplicity, let us assume that the firm’s operating efficiency is comparable to 
that of a probable entrant. The excess of profits over the normal level depends 
on the degree of market power possessed. oti 

As in the case of the firm under competitive differentiation, the. possessor. of 
market power will determine a-limit price calculated to maximize the }firm’s,pres- 
ent value. This means that price will be set as high as it is judged it can 
safely be put without adversely affecting the future market. The limit price. 
will be based on the highest safe return the firm can expect to earn when operat- 
ing at maximum efficiency. 

Thus, if the firm, regardless of how great its market power may be, is really 
out to earn as large profits as possible, the firm will price so high that it is 
at the edge of its safety margin or entry barrier. To be sure, firms with market 
power may play it extra safe by keeping price well below the level that max- 
imizes longrun profits. Such a tranquilizer does not hurt the customer. Where 
firms, however powerful, overestimate their market: power, entry acts to- dis- 
cipline them and reduce the general level of market power in the industry. The 


5 The monopoly case is, therefore, altogether different from that of administered pri 
ard none of The conclusions based on the logic of this pricing mechanism refer to po 
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sor of market power, thus, will aim at producing the output demanded over 
time by his market at the minimum possible costs for each output. A quali- 
fication of this is required however: Partly as an entry barrier and partly in 
order to satisfy unexpected increases in demand without incurring excessive 
costs, the firm with market power will tend to carry some excess capacity. This 
excess capacity would raise both costs and price when demand is stationary, 
but could well lead to as low or lower average costs of a growing output over 
time than would occur if the firm adopted a more conservative capital invest- 
ment policy. It is evident that such pressures toward capital investment based 
on future expected levels of demand will generate faster growth and capacity 
than would occur under more competitive conditions in which capital investment, 
normally, is more related to the actual level of sales.” 

Among the additional considerations which will influence such a firm’s esti- 
mate of its entry barrier and safe limit price level are the following: The de- 
gree of threat of market invasion by existing producers of competing near or 
far substitutes; the firm’s expectations as to the degree to which high prices 
might stimulate product and technological innovations, which might crack open 
the entry barrier; the length of the short run; cyclical developments and ex- 
pectational shifts which may affect expectations held by prospective entrants. 


Response to demand increases 


When demand increases, whether the firm will increase its price depends on 
its estimate of the circumstances confronting its existing rivals and upon its 
current evaluation of the probable expectations of possible new entrants. If the 
increase in demand reflects a shift in buyer preferences at the expense of existing 
rivals, there may be an increased entry threat even at the existing price. The 
degree of capacity utilization by its rivals will thus be highly significant. If 
increasing demand is also being experienced by the rivals, this deterrent to price 
increase will be relaxed. 

It is interesting to note that the circumstances which influence the entry threat 
from existing rivals work oppositely in regard to prospective new entrants. A 
general increase in demand is favorable to the expectations of new entrants and 
increases the entry threat from this direction; a shift in demand to the firm 
from its rivals usually will have less threatening implications of new entry than 
of entry by existing rivals. . 

Whether its demand increase is reflected in similar increases for its rivals or 
not, the optimal strategy could well be for the firm to hold off on any price in- 
crease, while building additional capacity as quickly as possible. Thanks to the 
likelihood that the firm will have some excess capacity on hand and, also, to 
the fact that the relatively wide spread between price and average variable cost 
will typically imply that substantial output increases can be made without in- 
curring losses, the firm with market power will be able to hold the price line for 
eonsiderably greater sales increases than could be done by more competitive ad- 
ministered prices. Thus, price rigidity for demand increases can be expected 
to grow with market power. 


Response to decreasing demand 


If the demand decline in the industry is general, the threat of entry by exist- 
ing rivals is greater, but that from new entrants is much reduced. Thus, if the 
short run is substantial in length, the firm may find no reason to reduce price, 
unless its own demand falls so far that its shortrun price drops below its limit 
price. At this point, competitive price cutting may take place, though slowed 
down by the shortrun lag effects. 

As in the competitive case, it is difficult to specify the probable sequence of 
price and output changes following the onset of price reductions. So long as 
shortrun price is above the limit price for the given firm and its rivals, there 
would be great resistance to price cuts on the part of all. The only gains in 
profits possible from such price cuts would have to come from the increased 
sales due to market invasions, which would breed retaliation and increase un- 
certainty. Under these circumstances, upgrading of the “product package” 
_— be an alternative approach involving fewer dangers of cutthroat competi- 
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If the firm’s demand decrease is not matehed by declines in its rivals’ sales, 
there may be little incentive to lower price for shortrun reasons, until the de 
cline in demand brings shortrun price below the limit price. Whether it would 
be worthwhile to reduce price so as to invade the markets of rivals would depend 
on many factors implicit in assessment of the possible gains of successful inva- 
sion along with the ee and dangers of retaliation and increased un- 
certainty. 

While deterioration in the market share of a firm with market power will 
typically induce some defensive responses, these responses may well take the form 
more of increased ‘selling efforts and greater attention to product quality im- 
provements than of changes in price. It is highly unlikely, in any event, that 
price reductions would be made very quickly. 


Response to cost increases 


If cost increases which affect the firm are also assumed to affect its rivals, and 
to substantially the same extent, and if the same cost effects would apply to 
prospective new entrants, the entry barrier is, in effect; lowered. If the previous 
price structure and the market shares among the rivals were reasonably stable, 
price might well be raised on the reasonable expectation that the rivals would 
follow: This would not hold so clearly to the extent that there were any signifi- 
eant tendency for rival firms to engage in market invasion by means of price 
competition. But in a well-established industry, any pronounced tendencies 
toward market invasion imply excessive prices, since limit prices are set with the 
purpose of minimizing all such dangers. If the markups implicit in the limit 
prices were reasonable prior to the cost increases, and if at the same time no 
other destabilizing developments occurred, the cost increases should rather 
quickly be reflected in increased prices.” 

Cost increases to one firm which were not experienced by rivals or applicable 
to new entrants would mean a decline in its market power. Under these circum- 
stances, there would be little tendency for the rational firm fo raise its price, 
however much it might like to do so. 


Response to cost decreases 


If cost decreases are general, they imply, a reduction in entry barriers, unless 
they are translated into low limit prices. ~Cost declines pertaining only to one 
firm, if they are due to factor price circumstances peculiar:to the one firm and 
thus unavailable to rivals or new entrants, would amount to corresponding in- 
ereases in market power and ‘would ‘not necessarily call:for any reduction in the 
limit price. Relative gains in efficiency by the firm, leading to reduced costs net 
applieable to rivals or entrants would not lead necessarily to any drop in the 
limited price. . But in a highly dynamic economy, in which technology is changing 
fast and production innovations with broad applications are-developing too fast 
for any one company to keep up with them, most firms would take advantage of 
increased efficiency to pass on at Jeast some of its benefits to the consumer. 
This, would, of course, put pressure on existing rivals and reduce their market 
power. 

Where a firm can improve its cost position vis-a-vis its competitors, actual or 
prospective, it may well proceed to increase its capacity and cut its price so as 
to invade the markets of rivals... Whether such a policy will be undertaken and 
what its chances of success might be depend on many imponderables. ‘The crucial 
questions are whether a price war might break out and what the lasting conse- 
quences of that could be expected to be. «Whether tlireats: of such’ disciplinary 
actions by the higher cost producers ‘are significant factors in actual situations 
and effective in preventing lower cost firms from»fully exploiting their ‘cost 
advantages is not easy to determine. \A’ priori,/a great number and variety of 
circumstances would condition the outeome. » It is worthy of note, however, that 
busifiess ‘mores support price reductions: based ‘on! cest advantages much more 
strongly than they do price cuts not so supported, 

» Where the threat of entry is a strong inhibitor of price increase and price war 
retaliations likewise inhibit price cuts, the limit price becomes both a ceiling-and 
a floor... 'This; the typical case of oligopoly ‘theory; carries'to extremes the pos-’ 
sible: price: inflexibility, while: making it most difficult to specify any simple 
practical rationale to explain the processes of price adjustment. However, for 
such cases it would appear reasonable to predict far greater price flexibility for 
cost, than,demand changes.. This thesis, rests ,on the, assumptions. that, the oli- 
gepolists have a mutual awareness of each other’s interest:in making money, a° 
common concern regarding entry of new capacity and an unwillingness to indulge 
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jn cutthroat competition. This conclusion is quite opposite to that reached by 
the standard “kinky demand move” theory, in which prices are assumed to be 
highly inflexible regarding cost changes and in which incremental costs rather 
than minimum average costs are decisive. 


CONCLUSIONS 
Administered pricing 


Our diseussion of price responses to cost and demand change suggests that 
uncertainties bedevil the differentiated competitor at every turn of events. In 
the real world, dynamic changes are constantly at work, shifting demand rela- 
tionships among industries and among the firms within them, while relative cost 
structures are being continually dislodged by technological changes and changing 
factor price structures, 

Unless dramatic changes occur in the relative market position of the firm or 
in its earnings rate, the typical firm with market power may not often feel com- 
pelled to change the fixed markup from which its limit price is derived, particu- 
larly since such changes could mean possible market erosion by rivals, or price 
wars, ete. <A pricing philosophy may become established in an industry reflect- 
ing a general consensus among the rivals as to what margins are reasonable. 
Such industrial mores or conventions would 'make possible greater pricing flexi- 
bility than could exist in its absence, however. 

It may be taken for granted that cost increases should normally be rather 

quickly passed on in higher limit prices, preserving the entry limiting margin, 

but that demand increases would call for increased pricing caution. Cost de- 
clines unaccompanied by demand declines may result in relatively quick price 
responses to preserve margins when they are believed to imply greater entry 
threats, but if cost declines occur when industry or general demand is falling, 
they may be only slowly reflected in price cuts, since entry of new capacity 
would then be a mimimal threat. But dynamic economic changes are constantly 
working to break up such agreeable oases*of economic decision making. ' New 
products, unexpected entry and changing preferences of consumers bring anxiety 
back into decisionmaking which, under some circumstances, acts to shake up 
price structures and, in other cases, makes them more rigid. 


The direct role of administered pricing in inflation 


In a period of high-level employment, it is doubtful whether, on balance, ad- 
ministered pricing adds or subtracts very much to the inflationary pressures. 


‘On the one hand, its essentially passive pricing responses to rising demand and 


costs act as retarding influences on the rise of the price level. But, on the other 
hand, this very retardation puts such additional pressures on output and invest- 
ment that the induced price pressures on factor markets may well drive adminis- 
tered prices up by as much as the initial price rigidity tended to hold them down. 

The picture is, or may be, different when inflationary pressures are operative 
while there is slack in relevant labor and other factor markets. In this ease, 
demand increases may not affect'factor prices very much; and output may rise 
without much in the way of price increases: Here, administered pricing behavior 
has more favorable price-level implications: than classical competition. In gen- 
eral, however, there seems little reason either to praise or blame administered 
pricing for its. direct role during an inflationary period. It seems clear that while 


srninbered pricing adds no steam to inflation, it likewse does little to Cook it 
own 


Administered pricing and resource allocation 


There is no apparent reason to indict. administered pricing, in itself, for. its 
longrun effects on economic growth. Its prices, to the extent that they rise 
more slowly in response to demand or cost. increases than perfectly. competitive 
prices, may more greatly stimulate output.and capacity, expansion. For) the 
long pull, however, taking the whole economy into aecount, it, is. difficult inthe 
deleng to assess the _price-output-investment..consequences ) of , administered 

cin 

‘Tt Wabik be denied that administered pricing. piaidita violates. the, marginal 
conditions’ by which economists evaluate. rigereeee s: c Dareor ment _Rigidities.im: 
pricing, like other rigidities in the economi: de, prevent resources, from 
being used’ with maximum Sait ake pe tf ike shor short rut,,, The charge,isia fair 
one, but fie fault lies primarily oot te tiation. : It, just.isn’t re-; 
mdtely possible to have the one without the, ater. Sinee prices, for mantUDe) 
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ean be, and undoubtedly are, as rigid or more so among corner grocery Stores and 
in the competitive maelstrom of the costume jewelry industry as they are in the 
haunts of large-scale business, it would seem appropriate to concentrate atten. 
tion more on defects of the economic system which can be improved by govern- 
mental action. 


The role of product differentiation 


As product differentiation replaces standardization, consumer and producer 
wants are met with greater selectivity—the buyers’ choices are widened and 
more precisely satisfied. But this improvement in the want-satisfying character- 
istics of output represents a substitution of less output for more. This substitu- 
tion, made freely by the consuming public, is undoubtedly associated with many 
of the same factors which are responsible for our fast-increasing substitution of 
services for physical output. 

Very important, also, is the fact that differentiation increases business uncer- 
tainty, since the demand confronting the firm is typically less stable and de 
pendable than is the demand for its industry. These uncertainties increase out- 
put fluctuation, which also increase the average level of production costs. over 
time. Differentiation makes business more risky; production efficiency alone 
being less of a guarantee of success than it is under standardized product markets. 

In consideration of the administered pricing it necessitates, as well as its 
adverse effects on resource mobility and its other costs, it cannot be doubted 
that prevaling trends in product differentiation are significantly influencing the 
performance of the economy. Since this trend is basically the result of consumer 
ehoices made under conditions of ever rising real incomes; it meets and satis- 
fies the basic criterion that the purpose of privately directed production should 
be consumption. Since differentiation reduces the importance of large-scale 
production and opens many doors to imaginatively managed small business, this 
trend undoubtedly has also been a major factor in preserving the economy from 
any trend toward increasing economic concentration. 

There are, thus, both good and bad things to say about differentiation. In 
a wealthy economy like ours, differentiation appears rooted too solidly in freely 
expressed preferences, of producers as well as consumers, for public policy to 
seriously question the case in its defense. 


The impact of market power on price flexibility 


In a general sense, the degree of market power could not cs expected to have 
much influence on the end result of any change in demand or factor prices, so 
long as the relative structure of entry barriers remains intact. But some 
asymmetries can be expected along the way. 

Because the degree of market power affects the relative gap between the limit 
price and variable costs, a given fall in demand will tend to drive competitive 
firms toward price cuts more quickly than where market power is large. 

On the downward side, therefore, prices should be more responsive to demand 
declines as competitiveness increases. But the opposite conclusion holds for 
eost declines. Here, entry of new capital is the important disciplinary force 
and the threat of this affects the more competitive firms much less than it does 
the less competitive. 

On the up side, cost increases can be expected to be passed on much more 
wines by the powerful than the weak, but the opposite is the case for demand 

reases. 

Our analysis thus indicates that, under conditions similar to those of the 
relatively high employment stability which have characterized the post-World 
War II economy, the influence of market power on pricing flexibility is as fol- 
lows: the sensitivity of prices to cost changes tends to be greater as market 
power is larger, while price responsiveness to demand shifts is greater as market 
power is smaller. Since both factors work during inflation and deflation, there 
seems little choice to be made on this account alone. 

The problem of market power is a different one from that of administered 
pricing, per se. Regardless of what we do or don’t do about market power, 
whether in business or in union hands, it can be said with authority that admin- 
istered pricing and its relative inflexibilities are here to stay. So long as wae all 
want diversity in products—differentiation—we will have administered p 


And, though one would prefer to have .th eee wie 
paying for it with loss in price hesmunty, tt ft eetrie ‘hard pee as 


some have recommended, in the name of flexibility to ee “administered pric- 


ing” autonomy with price controls which would, by their nature, preclude almost 
all price flexibility. 
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Representative Kitpurn. Mr. Gray is our next panelist. 


STATEMENT OF HORACE M. GRAY, PROFESSOR OF ECONOMICS, 
UNIVERSITY OF ILLINOIS 


Mr. Gray. I regret I didn’t have time to get this statement mimeo- 

graphed. But there are some typewritten copies available here. 

onopoly, in whatever form or degree, is a restrictive system of 
economic organization and, hence, is incompatible with the objectives 
of the Employment Act of 1946.) A monopolist to achieve economic 
power to continue in possesison of it:and to use it for the maximiza- 
tion of profit must practice restriction. He has no choice in the mat- 
ter; he must either resort to restriction or cease to be a monopolist. 
The long and tortuous history of man’s effort to create monopolies and 
to garner the fruits of monopoly power confirms this judgment. 

n order to practice restriction the monopolist must have some sig- 
nificant, or decisive, degree of control over the basic elements in the 
economic pone such as natural resources, organization, technology, 
capital and credit, transportation, markets, and prices. Furthermore, 
in order to preserve his monopoly, he must have the power to restrain, 
suppress or exclude competition. 

n a free society, however, such private economic power, standing 
alone, is inherently weak, limited and transient; it can never, by pri- 
vate effort alone, achieve complete power or insure survival. 

Hence, to escape from this state of jeopardy and insecurity, private 
monopoly must seek the protection and support of government. This 
necessity to buttress its limited and precarious economic power with 
the sovereign political power of the national state results in the so- 


called unification of economic and political power. 

What does the monopolist need and want from the political state? 
First, and from a negative point of view, he wants acceptance, acqui- 
escence, toleration, forbearance, freedom of action, and noninterven- 
tion with respect to his aggressive, restrictive tactics. Such negati- 
vism on the part of government is essential for the exercise of peeve 


economic power, but it falls far short of being adequate to a 
monopolist’s fears or serve his ambition. 

His second demand, therefore, is for positive, affirmative state ac- 
tion to supplement private with public power. This involves such 
things as— 

1. Legitimization 

2. Suppression of competition 
. Restriction of wary 
. Exclusive grants of privilege 
Protection against foreign competition 
. Sanction for monopoly prices 
. Guarantee of profits 
. Subsidies 
. Preferential taxation 
. Contributions of capital 
. Sharing of costs 


- Under this eee ete iit becomes the guardian, La 
tector, and partner of private menanhys it clothes monopoly with dele- 
gated powers of sovereignty ; it undertakes to maintain private power 
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at public expense—i.e., at the expense of consumers, taxpayers,; work- 
ers, smal] businessmen, and other excluded or victimized groups. Goy- 
ernment is no longer the servant of the people but rather the ‘abject 
handmaiden of private monopoly. 

Private monopoly, when thus fortified by public sanctions, is a 
powerful, two-edged sword which cuts in two directions. In the area 
of production it restricts output, investment, technological innovation, 
employment, and economic growth. In the area of distribution it 
erodes away mass purchasing power by excessive prices, deterioration 
of quality, limitation of service, and abnormal profits. The purchas- 
ing power thus diverted from the people into the coffers of monopoly 
is used not to increase production but to aggrandize private economic 
power. 

During the past 20 years this organic, naturalistic pattern of mo: 
nopolistic behavior has been obscured by vast military and defense 
expenditures, monetary inflation, foreign-aid giveaways, subsidization 
of private investment, inventory accumulation—both public and. pri- 
vate—transfer payments, and subsidized technological development. 

Thus, despite monopoly and ever-increasing concentration, we have, 
by these artificial raethed maintained substantially full employment, 


promoted economic growth—albeit of a distorted character—and: pro~. 


vided maximum purchasing power. On this record, then, it might 
be argued, with superficial plausibility, that the existing concentration: 
of economic power has not operated, and will not in the future operate, 
to prevent substantial attainment of the objectives of the Employment 
Act of 1946. This essentially is the position of those who ignore the 
problem of economic structure in our society and advocate the con- 
tinued utilization of artificial methods to insure full employment. 

I cannot accept this view. Having studied the ways of monopol 
for over 30 years, I am convinced that its restrictive motivation is anti- 
thetical to full use of resources. A purely private monopoly—a rela- 
tively rare phenomenon today—has only limited power to frustrate 
the attainment of welfare goals. When, however, most of our basic 
industries are controlled by a few giant corporations, which enjoy not 
only the tolerance of Government but its affirmative support and 
subsidization, the capacity of these great power groups to restrict: 
production is a formidable obstacle to full production. 

Artificial inducements, such as subsidy and continuous inflation, can 
only partially and for a brief time mitigate their natural propensity 
to practice restriction in the interest of profit maximization. In the 
long run these artificial devices fail to promote full production and 
employment, and only serve to enhance industrial concentration. No 
system of incentives, to my knowledge, has ever been devised to induce 
monopolists to behave contrary’ to their interest, motivation, and im- 
peratives for survival. DEX: Y, 104 

The Congress, it seems to me, should ize this ‘basic -incon- 
sistency between monopoly power and the declared objectivés.of the 
Employment Act. It should no longer avoid this irrepressible con- 
flict or seek to mitigate it by artificial’ devices ofan inflationary 
character. The situation calls for a broad, sustained attack on the 
excessive. concentration of economic powér in’ our’ basic ‘industries. 

The goal should ‘be to restore’ and revitalize competition wherever 
and’ to ‘whatever ‘extent it ‘is technically possible’ todo so. ‘Perfect 
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competition, as im the classic model, is an unattainable and unrealistic 
‘deal in the modern economy but it is possible to make the system far 
more competitive than it now is. ; 

Constructive policies to promote competition and to lessen the im- 
pact of monopoly power will contribute significantly to realization of 
the social objectives of the Employment Act. 

Representative Kirsurn. Although Professor Kahn was unable to 
appear he has submitted the following for the record. 


STATEMENT OF ALFRED E. KAHN, PROFESSOR OF ECONOMICS, 
CORNELL UNIVERSITY 


I should like to direct my remarks to the following question: To 
what extent can antitrust enforcement and related Government poli- 
cies affecting the organization and functioning of individual indus- 
tries and markets help maintain price stability in an expanding 
economy ¢ 

Diagnosis should precede prescription. Before discussing possible 
remedies it seems desirable to point out, therefore, that the more than 
doubling of consumer prices that has taken place since 1939 cannot 
be attributed primarily to wage or price policies, to the presence or 
absence of effective competition in labor or product markets. While 


the question of whether inflations essentially reflect the pull of demand 

or the push of quoted wages and prices is in some measure a chicken- 

and-the-egg proposition, most economists would surely agree that the 

main culprit in the last 20 years has been the sharp rises in aggregate 

spending during the 1939-48 and ee during which most 
Oo 


of the price increase was concentrated. put it another way, infla- 
tion is not caused primarily by profiteering or monopoly. 

The evidence since 1952 is still not clear to what extent labor or 
business monopoly poses a continuing threat of mounting prices. 
True, wholesale prices rose over 6 percent and the consumer. price 
index over 5 percent between 1955 and 1957, while gross national 
product in real terms was increasing only by a very disappointing 
3.6 percent; true, also, the cost of living went up another 2.6 percent 
during the recession, between July 1957 and November 1958. But 
1956 and 1957 were years of unusually slow increase in man-hour pro- 
ductivity; they also witnessed a boom in business spending for plant 
and equipment, which produced an unusually rapid rise in the price 
of producers’ durables but whose fruits in increased productivity are 
only now appearing. Recall also that the main components of the 
cost-of-living rise have been food and services, not unusually monopo- 
listic segments of the economy. 

Nevertheless, it is impossible to deny that private power over 
prices and wages may pose threats to price stability, and there is 
evidence—though I know of no systematic study of the subject and I 
am not sure the question can in any case be answered conclusively— 
that such power may have contributed to recent price increases while 
real national output stagnated. It was an unmistakable sign of 
monopoly power that the steel industry could raise prices in 1957, 
with operations slumping, and again in mid-1958 when it was work- 
ing at less than 60 percent of capacity; it was equally a sign of 
monopoly power that the steelworkers’ wages (and the industry’s unit 
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labor costs) could have been boosted in those circumstances—in. the 
second instance with well over 100,000 steelworkers unemployed. . The 
declining retail price of consumers durable goods between 1952 and 
1956 was a reflection only of a one-shot squeezing of retail margins; 
wholesale prices rose steadily in the same period and since 1955 they— 
and automobiles in particular—have accounted for a significant part 
of increase in the cost of living. The ability of an industry that 
produced about 8 million cars in 1955 to raise 1ts prices progressively 
since that time, while output has run between 50 and 75 percent of 
the peak level, is another sign, in my opinion, of ineffective price com- 
petition. The contrast between the behavior during the recent reces- 
sion of the prices of aluminum and steel on the one hand and copper 
and zinc on the other, of crude oil on the one hand and of petroleum 
products on the other is simply inexplicable except in terms of the dif- 
ferent degrees of market control over these groups of goods. I have 
no doubt either that some part of the rise in prices of services, which 
has played so important a role in boosting the cost of living, itself 
reflects wage and price administration, rather than the mere upward 
pull of demand. 

Can the antitrust laws help us escape the dilemma of having to 
choose between economic growth and price stability? They do help; 
in their absence our markets, national and local, would in my opinion 
be markedly more concentrated, the prevalence and effectiveness of 
collusive or quasi-collusive price fixing greatly increased, and profit 
margins and therefore prices higher than they now are. Whether 
prices would also have a greater tendency than they now do con- 
tinuously to increase is much more difficult to demonstrate; but I 
believe reduced pressures of competition would mean reduced pres- 
sures to cut costs, to introduce new and competitive processes and 
products, and would therefore involve an altered trend as well as an 
altered level of prices. I have the strong impression, finally—though 
this too requires more intensive study—that the more intense is price 
competition in product markets, the more likely are businesses to 
resist the continuing upward pressures on wages and labor costs that 
must bear a heavy responsibility for any inherent tendencies of our 
economy to administered inflation. Conceivably however an indus- 
trywide union might succeed in pushing up wages even faster if it 
were free to deal with small individual employers separately. 

Yet it also seems clear that the antitrust laws as presently consti- 
tuted cannot and do not eliminate the threat of administered wage- 
price inflation. They do not apply to union influences on wages 
And they are powerless to prevent the process whereby concentrated 
industries agree first to pay higher w and then, without evi- 
dence or indeed need for collusion, uce the occasion to raise selling 
prices. The law cannot handle noncollusive oligopoly pricing. 

The recommendations in the President’s Economic Report with re- 
8 to strengthening the antitrust laws would of course not remedy 
these deficiencies. Though they strike me as desirable, they are es- 
sentially peripheral in nature. They should help prevent deteriora- 
tion of competition, but they provide no such dramatic new weapon 
as would be required to meet the problem here under scrutiny. 

The law could, of course, be reframed so as to attack and dissolve the 
power of unions over wages, and the power of noncollusive oligopoly 
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over prices. ButJ am frankly uncertain that either the efficacy of the 
need—in terms of moderating inflation—can be demonstrated. If the 

roblem of administered inflation does prove to be more serious than 
is now evident, it might be more promising to take such steps as to 
prohibit price increases in concentrated industries within, say, 6 
months of the negotiation of new wage agreements that raise wages 
(including fringe benefits) by more than, say, 3 percent a year, than 
to take the antitrust route. I believe it is a mistake to try to impose 
on antitrust more than it is equipped to accomplish. 

However, there are numerous steps, far more clearly compatible 
with private enterprise than those suggested so far, that the Gov- 
ernment can and should take. While this committee is giving seri- 
ous attention to the problem of price increases, the Office of Defense 
Mobilization is moving, according to the newspapers, to tighten the 
limitations on the importation of crude oil and its products. I am not 
an expert on the national defense, but I am a student of the petroleum 
industry ; and I have yet to find a consistent, rational explanation of 
the particular price-increasing policies that surround this industry 
in terms either of national defense or of conservation. I find it diffi- 
cult to understand why our defense requires the limitation of imports 
from Canada, for example; or why military requirements generally 
stated in terms of a million barrels a day of shut-in capacity have 
anything to do with justifying the roughly 3 million barrels shut-in 
during 1958—a figure undoubtedly exceeded in the several months 
when production in Texas was cut back to 8 days. Nor do I see why 
American taxpayers should forgo taxes on the foreign operations of 
American oil companies while domestic consumers are carefully in- 
sulated from the possible advantages of the cheap oil Monies and 
produced under stimulus of those tax inducements. 

There is time only to mention a few other possibilities: (1) It is 
notorious that our stockpiling policy is used as much to support 
prices as to meet specific military goals. (2) The particular method 
we have chosen to assist agriculture is the method that above all al- 
ternatives raises prices, and in so doing incidentally helps most the 
farmers who need help least. (3) It is anomalous, too, to retain even 
a modest tariff on the foreign automobiles that, along with American 
Motors and Studebaker-Packard, are the only source of effective 
price competition in that industry. It would probably be helpful to 
break up General Motors, but it would be less necessary if the duties 
were eliminated. (4) Finally, to take quite a different example, it 
might help hold down the cost of living if the Federal Power Com- 
mission showed some sign of moving toward effective regulation of the 
field price of natural gas, now 41% years since the Phillips decision. 

These proposals are suggestive only, and necessarily inadequately 
documented in this brief statement. But they suggest that, among 
policies affecting business structure and pricing, antitrust is not the 
only weapon the Government has with which to deal with the phe- 
nomenon of administered inflation. 

Representative Kizpurn. Next on our panel is Mr. Mark S. Massel, 
senior staff member, the Brookings Institution. 
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STATEMENT OF MARK S. MASSEL, SENIOR STAFF MEMBER, THE 
BROOKINGS INSTITUTION 


Mr. Masset. The major question the committee has asked of the 
panel relates to the contribution of our current antitrust policy to the 
attainment of the Employment Act’s objective of economic growth 
and stability. 

It seems to me that there is little doubt about the answer to the 
question about the contribution that competition makes to economic 
growth. For the answer we do not have to depend entirely on the 
observations of our own economists. We find an interesting answer in 
several reports which have been made by productivity teams which 
have come over from England as part of the Anglo-American produc- 
tivity program. 

Teams that came over to study industrial engineering, accounting, 
and the steel foundry industry were all convinced that one of the basic 
reasons for the high level of productivity and the high rate of growth 
in the United States is the strength of our competition. 

These were business groups, not academic economists. Among their 
major recommendations in England was the suggestion that it would 
be highly desirable to adopt a competitive program. 

When we turn, however, to the question of the influence of competi- 
tion on stability, it seems to me that the answer is not clear. 

For such an answer we need, among other elements regarding infla- 
tion and business fluctuations, much more research regarding the 
nature of competition, how it is operating, and what its influences may 
be on stability. At the same time, we need a basic review of govern- 
mental policy in the area of competition and in the enforcement of 
the antitrust laws. 

Let us look, first, at one of the foundation problems in analyzing 
the structure of competition. Before we can get many answers to 
the questions raised by the panel we must have a better understanding 
about the nature of costs, the structure of costs and price behavior. 

In this consideration we must bear in mind the double influence of 
costs. On the one hand, they are the direct element in the individual 
Soneey decisions about prices. On the other hand, costs represent 
purchasing power in the hands of the recipients of the money pay- 
ments. Therefore, the cost structures influence prices because of their 
effect on the nature and the size of the total demand. 

Over the last several decades—certainly since the turn of the cen- 
tury—there have been substantial changes in our cost structures. 
There have been many forces driving for more regularity in costs 
and less flexibility in business cost responses to changes in volume. 

Progress in mechanization has increased longer run costs, such as 
depreciation, which do not react to ee in volume. We have seen 
tremendous increases in factory overh and in longrun distributive 
overheads. Research and development costs, which do not fluctuate 
with changes in volume, have become much more significant. 

Partly because of the increased training needs for workers and 
partly because of a sustained period of high employment when effi- 
cient workers were hard to find, there is less flexibility in the employ- 
ment of individual plants than there previously has been. Many 
companies feel that the costs of hiring and firing, including the costs 
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of training, the cost. of social security, and, other longrun, problems, 
make it more desirable to maintain more stability in the labor force. 
Therefore, they do not reduce their labor forces as readily as they 
formerly did when production went. down, nor increase their labor 
forces when production increased. Hence, the total amount of em- 

loyment is not nearly as responsive to total protections as it had been. 
These factors have made costs less adjustable to volume and have 
helped to sustain purchasing power during low-volume periods. 

t the same time, skilled and technical labor finds it desirable to 
exercise less mobility. The positions of skilled and technical work- 
ers are more stable. At the same time, these workers are tied to the 
job more closely because of corporate pension plans which do not pro- 
vide for vesting. 

We have seen some dramatic signs of this change in the nature of 
competition in several points made in the President’s Economic Re- 

rt. It is pointed out, for example, that for every decline of $1 

illion in private output, personal income earned fell $360 million in 
1957-58, contrasted with a drop of $670 million in the period 1929-30. 

In other words, personal income was much more stable relative to 
volume than it had been. This came about, in good part, because of 
governmental operations, including various transfer payments. How- 
ever, this result was influenced by the greater stability in em- 
ployment than we had 30 years ago. 

Similarly, the Economic Report points out that for every decline 
of $1 billion in gross national product, retained earnings and cor- 
porate income taxes dropped much more violently in the period 
1957-58 than they had in the period 1929-30. 

These changes in the structure of costs and the paeeiengens 
changes in the structure of demand indicate the need for a new loo 
at the nature of competition and what we can expect to see in its 
future influence on stability. 

Turning to antitrust policy, it seems to me that we require a 
broader approach in reexamining the influence of the antitrust laws 
on general competitive conditions as well as the effectiveness of en- 
forcement of these laws. 

The first question is whether enforcement is concentrated on those 
markets and industries which require attention. Our antitrust agen- 
cies act. almost entirely in nse to complaints from industry. 
Therefore, we should consider the need for examining the total econ- 
omy to see those areas in which more antitrust enforcement is needed 
instead of relying on complaints. 

The second question is whether some of our antitrust laws, them- 
selves, may act to develop price rigidities and: lessen competition. 
For example, there are signs that the enforcement of the Robinson- 
Patman Act has promoted price rigidity. In that event, the remain- 
ing competition may not contribute to stability in-the sense in which 
some economic theory holds it should. 

Third, we need to analyze the effects of the court decrees after 
antitrust prosecutions. We do not know today, whether or not these 
decrees help to maintain or restore competition. 

Incidentally, examining the effects of decrees has become extreniely — 
difficult because of the current practice of relying mainly on anti- 
trust consent decrees. Thus, over the last 5.years, 88 percent. of the 
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antitrust decrees developed by the Antitrust Division have been con- 
sent decrees. Under the consent decree procedure, there is no public 
record of the seriousness of the practice under attack or its effects. 
The decree is negotiated between the lawyers for the Antitrust Di- 
vision and the lawyers for the defendant. With this procedure it has 
been difficult for Con and the public to evaluate the influence of 
our antitrust work. e greatly need, it seems to me, to develop a 
practical method of exploring the effects of the enforcement of the 
antitrust laws themeselves. 

We should also examine the effect on competition of other regula- 
tory laws of the Government if we are to consider our competitive 
policies. The questions placed before the panel may be taken to imply 
that all Government actions are consistent with our antitrust policy. 
However, even a cursory examination of the range of governmental 
regulation, on the Federal, State, and local levels, indicates that we 
have developed a body of law which clearly prevents competition. 
And we seem to be dedicated to passing more laws of the same type. 

To take a few examples, we have protective tariffs and quotas to 
keep out foreign competition. We have tax rules which favor acquisi- 
tions and which make it. expensive for companies to spin off parts of 
their operations. We encourage resale price maintenance. We have 
the Robinson-Patman Act provision which almost requires payments 
of brokerage. 

Our regulation of railroad and truck rates promotes further price 
rigidities which ignore competitive forces. We have limited entry 
into the communications and transportation fields through the activi- 
ties of our regulatory agencies. : 

On the State level, we have a veritable host of regulations which 
dull the edge of competition and may even eliminate it... To list a few 
examples, we have fair trade, regulations providing for minimum 
markups, licensing regulations preventing entry into business, milk- 
shed regulation which restrains competition, gasoline and hquor:price 
regulation, limitations on the production of petroleum, building codes 
which restrict competitive practices, and a saat of other regulations 
which are dedicated to preventing and avoiding competition. 

Further, in examining our current antitrust policy, I suggest that 
the committee turn its attention to the affirmative uses of other govern- 
mental nonregulatory activities to encourage competition. 

Consider, for example, what the Government can do through its own 
purchasing activities and its experimental and developmental work 
in order to encourage companies to enter into new industries and to 
keep small business in the competitive swim. 

If the committee plans to explore the effects of cémpetition and our 
antitrust laws on growth and stability, I should like to suggest that 
it give serious consideration to an extended, broad examination of the 
structure of competition, the enforcement and effects of our antitrust 
laws, Federal, State, and local restrictions on competition, and the 
affirmative uses of nonregulatory activities of Government to stimulate 
and guide competition. 

Representative Kitpurn. Thank you very much, Mr. Massel. 

Iam sorry to say that I am neither a lawyer nor an economist. But 
one thing I would like to inquire from Mr. Frucht is: Just what do 
you mean by administered pricing? 
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Mr. Frucut. An administered price is a price which is set by the 
firm and does not immediately respond to every change in its costs 
or in its sales or immediate market position. 

Representative Kirnurn. You mean prices administered by the 
firm ¢ 

Mr. Frucut. That is right. 

Such administration of prices: is found in some of the most com- 
petitive industries, such as the costume jewelry industry or the gar- 
ment industry. ‘These are actively competitive industries, but we, 
nevertheless, find administered pricing in them. Firms with differen- 
tiated products must assess the longer-run effects on their sales of price 
changes and do not immediately react to changes in their demand or 
to changes in their cost until they have looked around enough to 
determine that pricing adjustments will not worsen their market situa- 
tions. For instance, suppose we have an industry like the garment 
trades, and the cost of materials goes way up; do we get in such an 
ieeay an immediate reflection of that: materials, cost increase in 
price ? 

No, sir. This won’t happen immediately, because if I raise and 
you don’t, you may take my customers away from me. 

Firms under such circumstances may take a beating if prices and 
sales are continually fluctuating about. Each such firm must worry 
about what happens to its customers as a result of its short-run pricing. 
Where you have a situation where the firm has to take account of 
the effect of its pricing today on its market tomorrow, then you get 
administered prices and some relative degree of price inflexibility. 

Representative Kitpurn. Conversely, suppose the prices may be 
too high and his competitor cuts his price on the market tomorrow. 
He hasto cut his price. 

Mr. Frucut. No; I wouldn’t say so. I would say again that there 
would be resistance on this side, whether we are dealing with drug- 
stores or giant corporations. There would be resistance to lowering 
price when demand declines and resistance to bringing price down in 
the case of cost declines. The amount of resistance will depend, how- 
ever, on: the degree of market power, on the nature of the markup 
that the firms charge and on the degree to which the circumstances 
tend to increase or decrease the threat of potential entry. 

If I have a very high markup so that my sales can fall considerably 
and leave me still in the black, I am under less pressure to reduce my 
price than if my markup is very slight and a little cut in my sales rate 
will drive up my costs so as to cancel out my profits. 

These factors work differently on the upside and on the downside. 
They work differently as the industry as a whole is or is not involved 
in the change; whether the industry demand and/or its costs are sim- 
ilarly affected, or whether the change only applies to one firm. 

All T am saying is that differentiation, the very fact of differentia- 

tion, introduces rigidities into pricing; and that these rigidities have 
consequences for the behavior of the price level in a general sense, 
although their extent depends on a number of ver circum- 
stances, which my longer statement will attempt to develop. 
Mr. Barxr. Mr. ilburn, since you are interested, may I make 
this just a little more specific. If you buy a shirt and that shirt is 
going to be $3.99, the retail price will stay at $3.99. Whether the 
costs move up or not, it stays at that price. 
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Now—— 

Representative Kirpurn. Well, su ing your competitor is able te 
cut his cost and sells it for $3.50. ort os 

Mr. Barxrn. Well, he isn’t likely to, because the traditions of the 
retail industry are such that what is known as the “price line” exists, 
You just don’t sell anything for $3.75; you only sell at $3.99 or $3.49, 
And within those spans there is very little flexibility. 

Now what often happens in these circumstances is that you might 
et a better shirt for $3.99 if the costs of the cloth have dropped. 
n the other hand if the price of the cloth has risen, you might. get 

less trimming on that shirt. 

Now this is one illustration; but obviously this is in an area of 
real competition. On the other hand, the public debate really doesn’t 
focus on these industries. which technically reflect price administre- 
tion. But what we are most concerned about, and what the public 
debate is really centered on is the areas where there is outright admin- 
istration by large corporations in terms of their own concepts of re- 
turn and their own concepts of market where there are no such tech- 
nical inhibitions in movement, such as steel, aluminum, and others. 

Representative Kizpurn. I have just a couple of questions here. 

Mr. Barkin, what do you mean by “an important step toward such 
action would be Federal incorporation” ? 

Mr. Barkin. Well, Senator O’Mahoney, back in the TNEC days, 
submitted a bill on which congressional hearings were held requiring 
the Federal incorporation of certain specified and defined business 
organizations in the United States which would require them to havea 
Federal charter for operation in place of their present State charters. 

Representative Kirgurn. One other question. 

Mr. Gray, as I got the tenor of your statement, I had paepents in 
my naive way that the only monopolies in this country were the public 
utilities which of course are regulated by the public service commis- 
sion and other laws. 

For example, do you consider the electrical manufacturers, General 
Electric and Westinghouse—do you think those are monopolies? 

Mr. Gray. Perhaps I had best explain m: e. Iam using the 
term “monopoly” here in a generic sense of market control. And I 
stated in the very first sentence that I am concerned with market 
control of whatever degree and whatever form it may take. 

Now, the example you mentioned of utilities, that is a legalized 
monopoly. That isoneform. But wehave many forms of monopoly. 

_ If you concern yourself with the degree, in every instance there is 
some significant control over certain of the basic factors in the 
economic process. J am using it in a general sense. 

Now, you can multiply terms; you can talk about monopoly, — 
and oligopoly, and clear on down to monopolistic competition. 
are shades of some significant degree of market contro 

And I use the general term to describe a whole range of situations 
where the degree of control and the form that it takes and the way it 
manifests itself may vary greatly. It isa general usage of the term: 

Representative Kizpurn. I had supposed that General Electric and 


Westinghouse, for example, would competitively speaking like to cut 
each other’s throat. 
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Mr. Gray. Most economists would refer to that as an oligopolistic 
situation. When a few large concerns dominate an industry. Oli- 
gopoly is the term used when you are dealing with a “big two,” “big 
three,” or “big four,” or “big five” that dominate an industry. 

Mr. Barxin. Congressman, aren’t they after each other’s throat but 
hardly bringing any greater solace to the consumer ? 

Representative Ricasont. If they run their company just as effi- 
ciently as they can and cut their costs as much as they can in order to 
get the business, why, I should think the consumer would benefit by 
that. 

Mr. Barkin. Apparently it doesn’t get reflected in prices. That is 
the consumer’s way of getting it. They may be more and more effi- 
cient, but we haven’t seen it in prices. 

Representative Kirsurn. Well, of course, the gage on it is the profit. 

Mr. Barkin. I think their profit margins have reflected the fact that 
they haven’t passed it on to the consumer. 

epresentative Kitpurn. Well, some years they have big profits and 
some years they have lower profits. 

I don’t know anything about it. I have no connection with it at all. 
But—— 

Mr. Gray. I think we ought not to call it.competition at all. We 
don’t have a good term to describe this situation. A businessman 
tends to think of competition in this sense; but the economists recog- 
nize that it isn’t competition. 

I frequently use the term “corporate rivalry” to describe the struggle 
between two or three giant corporations for strategic control of the 
market and the factors of production. It is a kind of “corporate 
rivalry”—not really competition in the traditional sense of the word. 
Although in popular discussion we call this competition, this usage is 
derived from the business world rather than from traditional eco- 
nomics. 

Representative Krnsurn. Of course, it seems, just thinking out loud, 
that things such as practice of 50, 60, or 75 years ago of the then 
Standard Oil Co. in giving concessions on freight rates and the like 
should be regulated. But you take a case like that of Henry Ford 
who built up the assembly line technique and cut his costs to’ beat the 
band and cut his price to the consumer, and got very wealthy in the 
process. I think that was fine. He was doing a service to the com- 
munity, to the consumer. So that if you have got things that aren’t 
fair to the consumer, then the Government ought to step in. 

But where you have got somebody that is smart enough to go along 
on the free competitive enterprise system in this country, I think it 
should be encouraged. : ; 

Mr. Gray. My theory is we ought to make the system more competi- 
tive than it now is. ‘An additional competition we can inject into 
the system would be avod for the society. I think we could do a lot 
more than we do. 

Representative Kirsurn. One other question for Mr. Barkin. You 
speak about the tax advantage that a good company takes over by 
buying out a company which has accumtlated'a tax loss. ‘When they 
buy that company they can take that tax loss as against their profits, 
is that correct ? 

Mr. Barkin. Correct. 
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That is what we call traffic in loss ca 

And this is now a game of weeded te size, and many names have 
been paraded in the Spr prints of men who have acquired the skill 
and the know-how of engaging in this traffic. And my general con- 
clusion is that this eau is at the public expense, private 
dizement at the public expense. These men are offsetting the taxload 
and the tax burden whieh they would ordinarily pay with somebody 
else’s losses which they had not themselves incurred. 

The original purposes of the carryback provisions of the tax law. 
was to help the man who incurred the losses. And now it is merel 
an agency for helping to build up big giants on the one hand ma 
secondly, to permit the smart speculators to advance their own. inter- 
ests or advance the interests of some specific group of property 
owners, 

The current one which was dramatized, the Packard one, the Bot- 
any one, the Textron, the Wolfson complex. This entire practice has 
engaged such public attention and in such proportions that it is the 
responsibility of this committee to make a study or to call upon the 
Congress of the United States to make a thorough examination of it. 
Here is a case of mergers being accelerated by the provisions of our 
tax law, and, incidentally, I might say, causing great harm to our 
economy because many of these acquisitions are completely cloned 
after the technical requirements of the law are met. 

The plants are liquidated, and enterprise is discouraged. 

Representative Kizgurn. I absolutely agree. with you... What I 
was thinking of is that presumably such a CaDpOny may be going 
to the wall sooner or later. So if they bought them out i that 
reason and kept them going, why, presumably that would , be of 
benefit to the economy, the workers, and everybody else. But if they 
close them, I agree with you. 

Mr. Barkin. Would it be appropriate in view of this discussion 
to have a short memorandum on this subject inserted in the record 
in connection with this problem, so that some of the dimensions might 
be indicated ? 

Representative Reuss. Yes. If you will submit that, Mr. Barkin, 
we will insert that in the record. 

Mr. Gray. May I add two suggestions to what Mr. Barkin haa 
said? I agree with his analysis. But I would like to stress.two 
additional points. 

In the first place, from the point of view of the Federal Treasury, 
which ‘is in considerable distress these days, one must remember that 
this device deprives the Treasury of millions of dollars which should 
come in under the régular tax we if they were not nullified by this 
alr: ment. 

And, secondly, and ina more general economic sense, I have the 
feeling that these mergers are put. together for no very good .eco- 
nomic reason other than tax avoidance. 

And the results, I think, are great conglomerations of irrelevant 
things where there is no evidence of any contribution to economic 
efficiency or improvements in production. 

They contribute nothing to the general economic welfare, Because 
they are conglomerates of unrelated things where the man wes 
has taken on something in which it has no technical knowl 
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skill at all. So the net result is a creation of an organization which 
is not economically efficient—it was not put together in the first place 
for economic efficiency reasons. 

Representative Kitpurn. I think you gentlemen have made a very 


good statement. I think it ee to be studied very carefully. 
Representative Reuss. Thank you. eae 
I hope, Mr. Barkin, that in your supplementary paper on this point, 
you will make specific recommendations for amending the present.loss 
carryback laws so as to eliminate the abuse which you have described 
and, at the same time to retain the benefit of loss carryback when it 
is needed. 


Mr. Barxrn. Correct. 


We are not attacking the principle of loss carryback. We are 
attacking the types of abuses which have crept into it. 
(The following was subsequently received for the record :) 


TEXTILE WORKERS UNION OF AMERICA, RESEARCH DEPARTMENT, NEW YorK, N.Y. 


STATEMENT OF THE TEXTILE WORKERS UNION OF AMERICA, AFL-CIO, BEFORE 
THE House COMMITTEE ON WAYS AND MEANS ON THE NEED FOR REVISION OF 
THE INTERNAL REVENUE CopE oF 1954 RELATING TO CARRYOVERS OF NET 
OPERATING Losses (Secs. 381 AND 382), JANUARY 7, 1958 


The Textile Workers Union of America, AFL-CIO, welcomes this opportunity 
to express its views on the need for revision of the Internal Revenue Code of 
1954 relating to carryovers of net operating losses in connection with corporate 
acquisitions and reorganizations (secs. 381 and 382). We are concerned with 
these provisions of the code not merely as representatives of the organized tex- 
tile workers but because of the serious repercussions which these provisions 
have had throughout our economy, and particularly in the textile industry. 

Section 381 of the code permits the carryover of net operating losses and 
certain other tax attributes by successor corporations in the case of specified 
tax-free reorganizations and tax-free liquidations of a subsidiary. Section 382 
is designed to limit the sale of corporate net operating loss carryovers as such, 
and to place appropriate limitations on the use of loss Carryovers by successor 
corporations. In practice, however, these limitations to date have not pre- 
vented the “trafficking in corporations with operating loss carryovers, the tax 
benefits of which are exploited by persons other than those who incurred the 
loss,” referred to by the Committee on Ways. and Means in its report on the 
Internal Revenue Code of 1954 (report on H.R. 8300, p. 42). 

In fact, as reported by. Business Week of January 14, 1956, “Tax-Loss 
Mergers Bloom Again.” Citing the plethora of advertisements appearing in the 
Wall Street Journal and other financial publications, inviting buyers and sellers 
of “loss corporations,” Business Week noted that “business is picking up again 
in the buying and selling of companies that have tax-loss credits. * * * For a 
year or so (after the adoption of the 1954 code), traffic in tax-loss companies 
fell off. The ads and the merger announcements got sparser. Now, however, 
corporate tax experts have had a good chance to analyze the revised rules and 
they’re ready to go ahead again with mergers involving tax-loss situa- 
tions. * * * Robert S. Holzman, professor of taxation at New York University’s 
business school, says: ‘There are just as many profitable companies seeking loss 
situations today as there were before 1954—probably more.’ ” 

The abuse of the carryover provisions by persons intent on obtaining a tax 
advantage has had particularly deleterious effects on the textile industry. The 
owners of corporations which had suffered losses from operations during the 
recent periods of depressed demand have been discouraged from rehabilitating 
their businesses. New interests have acquired control of these corporations and 
have proceeded to liquidate part or all of the loss corporation’s assets. In spite 
of the fact that these persons had not suffered any losses, they have avoided 
taxes on their profitable businesses by applying the loss carryovers of the 
liquidated corporations against the profits of the successor corporation. 
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The wholesale exploitation of the loopholes in sections 381 and 882 of ‘the 
code has accelerated the demise of the textile industry. Many millions of dollars 
in taxes has been avoided through the use of a variety of carryover devices, 
Such tax avoidance is clearly not in the public interest. It is essential that 
sections 381 and 382 be revised to eliminate loopholes so that the intent of the 
Congress in enacting these provisions shall not be evaded. 


NECESSARY REVISIONS 


The following amendments to sections 381 and 382 are essential to prevent the 
abuse of the.carryover privilege: 

1. Paragraph (2) of section 381(a) should include transfers in connection 
with reorganizations as defined in section 368(a)(1)(B), i.e, which are the 
result of exchanges of stock for stock. 

2. Paragraph (1)(A)of section 382(a) should recognize as a “purchase of 
eorporation” any change in ownership in a corporation’s stock which results in 
any one or more of the 10 persons with the greatest percentage of the fair 
market value of the corporation’s stock owning 50 percent or more of its stock 
at the end of a taxable year when such person or persons owned less than 50 
percent at the beginning of such taxable year or at the beginning of the two 
prior taxable years. 

3. The period of time during which a change in the trade or business (after 
the purchase of a corporation) would result in disallowance of a loss carryover 
under paragraph (1)(C) of section 382(a) should be extended to 3 taxable years 
subsequent to the purchase. 

4. In the event of a change in business at any time during the 3 taxable years 
subsequent to the purchase of a corporation, the carryover should be denied for 
each of the prior years in which a net operating loss deduction was claimed by 
the acquiring corporation. 

5. Paragraph (6) of section 382(b) should provide that. ownership of stock of 
an acquiring corporation (or of the continuing loss corporation in the case of 
a section 368(a)(1)(B) reorganization) shall be attributed to former stock- 
holders of the loss corporation only in proportion to their ownership of stock 
of the parent corporation following the reorganization. 

6. A subsection to section 382(b) should be provided which would deny the 
loss carryover where former stockholders of the loss corporation owned, directly 
or indirectly, less than 50 percent of the stock of the reorganized corporation 
immediately after the reorganization and a business carried on by the loss corpo- 
ration was terminated in any of the 3 succeeding taxable. years. 


PURPOSES OF LOSS CARRYOVERS 


The economic consequences of the adoption of sections 381 and 382 have been 
just the very reverse of the purposes which the loss carryover provision is de- 
signed to achieve. As noted in a Treasury Department study entitled, “Business 
Loss Offsets,” published in 1947, the principal purposes of this provision are as 
follows: 


“TII. PURPOSES OF BUSINESS-LOSS OFFSETS 
“A. Equity considerations 


“In the absence of the loss offsets, the business entity whose net income be- 
comes negative in some periods is not permitted to deduct all the expenses of 
earning income, To this extent, the tax on net income becomes a tax on capital. 
The owners of such a firm are discriminated against, because higher taxes are 
levied on their net income than.on the income of owners of businesses with stable 
income. 


“B. Economic considerations 


“1. To remove impediments to risk taking; Without loss. offsets, inves 
in assets with less risk of loss are favored over those in which the risk may | rhe 
greater. Thus, the absence of loss offsets will reduce the relative inyestment 
in risky assets and yentutes.. Investment in such assets and ventures.may be 
particularly desirable in the economy. Ventures.may be risky because they are 
new firms challenging established ones or introducing new products, If success; 
ful, they may bring reduced prices in the industry they enter, or may create 
employment in an entirely new industry. They may be faced with a period of 
hard sledding and losses in their early years. If losses in this period cannot be 
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offset against income of future periods, the prospective return from the invest- 
ment is reduced relative to the return connected with a safer haven for their 
funds. 

“2 To increase the countercyclical effect of taxes: Absence of loss offsets may 
also contribute to cyclical instability. Im years of losses, expenditures will be 
held to a minimum. The making of these expenditures may be unprofitable 
when the firm bears their full cost but must pay a tax on the additional income 
they would bring in. Yet they might profitably be made if the cost of the expendi- 
ture could reduce taxes through loss offsets.” 

Instead of preserving equity among taxpayers, removing impediments to risk 
taking and increasing the countercyclical effects of taxes, the application of sec- 
tions 381 and 382 of the code has created windfall tax gains for certain tax- 
payers, discouraged enterprises from making investments necessary for their 
survival, and encouraged the liquidation of existing business. This perversion 
of the purposes of the loss carryover provision has caused severe distress among 
the thousands of workers who have lost their jobs as a result of plant liquida- 
tions. In the textile industry, which has been suffering from the impact of 
several major factors tending to depress the economy of the industry, the use 
of section 381 of the code as an additional spur to mill liquidations has aggra- 
yated the industry’s problems of adjustment and accelerated its demise. In- 
stead of serving to stimulate constructive efforts to rehabilitate the industry, 
loss carryovers have been made use of by financial manipulators to the detri- 
ment of the industry and the public interest. 


DEPRESSED CONDITION OF TEXTILE INDUSTRY 


The textile industry of the United States has been undergoing significant 
structural changes during the postwar period which have resulted in a marked 
contraction in production capacity, output, and employment. The rise in the 
standard of living of the American people and the shift in the population from 
urban to surburban dwellings have been accompanied by major changes in living 
habits which have reduced the relative position of apparel in the scale of con- 
sumer expenditures. At the same time, the development of new manmade fibers 
such as nylon, Orlon, Dacron and Dynel have caused considerable contraction in 
the markets for textiles made from the natural fibers, principally cotton and 
wool. Reductions in tariff rates under the reciprocal trade agreements program 
and the rebuilding of foreign textile industries along modern lines since the war 
have added to the difficulties faced by the domestic industry. In addition, the 
expansion of certain branches of the industry in the South has resulted in the 
intensification of competition for northern plants. 

As a result of these developments, the textile industry of the United States has 
been reduced on net from 3,236 establishments in 1947 to 3,015 in 1954. Actually, 
the net reduction in cotton yarn mills was 119 establishments and in woolen and 
worsted fabric mills, 152 establishments. Publicly announced liquidations of 
basic textile mills from 1946 through 1956 numbered 660, with 180,000 production 
workers losing their jobs. Curtailment of operations in the remaining plants 
has resulted in a net displacement of 167,000 additional workers as total employ- 
ment fell from 1,252,000 in 1946 to 905,000 production workers in October 1957. 

With the industry undergoing such a drastic contraction, the struggle for 
survival among the remaining units has been intense. Four and one-half billion 
dollars has been invested since the war in modernizing productive capacity, prin- 
cipally machinery and equipment. These expenditures have been accompanied 
by greater use of advanced-management techniques and improved plant layouts 
and processing methods. Output per man-hour has risen sharply, from an 
average 7.8 yards of cloth in 1947 to 11.8 yards in the first half of 1957, a jump 
of 60 percent in 9% years. 

Any textile enterprise which failed to keep pace with the growing produc- 
tivity of the industry could not long survive in this competitive milieu. The 
situation demanded the best creative efforts of management. and labor to insure 
mutual survival. 


IMPACT OF SECTION 381 


The adoption of section 381 of the Internal Revenue Code of 1954 injected a 
new and disturbing element into this situation. The owners of corporations 
which had suffered substantial losses found that they owned a valuable asset 
in their corporate tax-loss position. People who were operating a profitable 
enterprise were anxious to acquire the loss corporation’s “tax shoes” so they 
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could reduce their tax liability. Lured by the blandishments of attractive offers 
of tax-free exchanges of stock, complete with the advantages of the capital gains 
treatment for their profits, many could not resist the opportunity of selling out, 
Why continue the competitive struggle with its demands for new investments 
for modernization when selling out yields a handsome and quick return? 

In many cases the interests which acquired these loss corporations had no 
interest in continuing the operation of the company’s facilities. Once the right 
to the loss carryover was achieved, the acquired plant or plants were liquidated. 
Frequently the funds yielded by textile mill liquidations were used by the new 
owners to buy up nontextile companies. Thus the resources of this depressed 
industry were diverted from the much-needed task of rebuilding it. 

This process has operated to the benefit of those who sold their stock and to 
the interests which have acquired their “tax shoes”. But their gains have been 
achieved at the expense of the workers who lost their jobs, the communities 
which have become distressed areas, the industry whose problems of adjustment 
to diversity have been aggravated, and the Federal Treasury which has been 

‘deprived of tax revenues. In short, the windfall gains of the few have been won 
at the expense of the public welfare. 

Information on the effects of the use of the carryover device are necessarily 
limited. Many of the deals are made between closely held corporations» and 
details are not divulged. Information made available by public corporations is 

also limited. Nevertheless, sufficient information has been made. public to yield 
a clear picture of some of the patterns which have developed in the exploitation 
of this tax loophole in the textile industry. 


ACQUISITION OF LOSS CORPORATIONS AND LIQUIDATION OF THEIR PLANTS 


Textile companies with loss records have been purchased by various interests, 
some of which had no previous experience in textiles, and within a year or two, 
much if not all of the facilities for producing textiles have been liquidated. In 
many cases, the proceeds of the liquidation have been used to acquire other 
corporations engaged in unrelated businesses. The corporations which in- 
curred the losses have been used to set up a favorable tax position for corpora- 
tions which are not, in essence, the same as the corporations which had suffered 
the losses. The following cases illustrate the manner in which the law has been 
manipulated for private gain and public loss: 


A. Acquisition by corporations in unrelated businesses 


1. The stock of the Wanskuck Co., a major producer of worsted textiles with 
a record of losses in prior years, was purchased by the New England Butt Co. in 
September 1955. The latter is engaged in the manufacture of iron castings and 
machinery. In May 1957, the 3 textile plants of the Wanskuck Co., located in 
Providence and Oakland, R. I., were liquidated, displacing 1,300 workers. 

2. The stock of Boott Mills, a cotton textile company with reported losses in 
1951-53, was purchased by O.D.C., Inc., a subsidiary of the Overseas Discount 
Corp. in December 1954. The latter is a holding company for. various inter- 
national investments. In June 1955 the Boott Mills operations were discontinued 
and its facilities in Lowell, Mass., liquidated. Five hundred workers lost their 
jobs. 

3. John L. Fead & Sons, Inc., a knit goods manufacturer, was purchased by 
the United Industrial Syndicate, Inc., in November 1954. The latter is a holding 
company for various manufacturing enterprises. In January 1955, the Fead 
plant in Port Huron, Mich., was closed, throwing 60 workers out of their jobs. 


B. Purchase by textilé companies 


1. The stock of A. D. Juilliard & Co., a cotton and wool textile manufacturer, 
purchased through an exchange of stock with United Merchants and Manufac- 
turers, Inc., a diversified textile corporation, in August 1953. The latter’s annual 
report to stockholders for the year ended June 30, 1954, includes the following 
reference to its acquisition of Juilliard and the resulting tax position: 

“During the year the corporation acquired the outstanding capital stock of a 
subsidiary company and, in connection with the discontinuance of certain opera- 
tions of the acquired subsidiary prior to and following the time of acquisition, 
losses were realized from the liquidation of inventories, the closing of mills, and 
the sale of real properties. These realized losses and additional. anticipated 
liquidating losses were provided for either prior to or as of the time of acquisi- 
tion and, therefore, are not included in the accompanying consolidated statement 
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of income which includes the operations of the subsidiary company only from 
date of acquisition. The corporation estimates that the deductions of such liq- 
uidating losses (to the extent realized) and the use of carrybacks and carry- 
overs of operating losses of subsidiary companies for purposes of computing 
Federal taxes on income resulted in a provision for Federal taxes for the year 
ended June 30, 1954, which was approximately $1,300,000 less than would have 
been required had such factors not entered into the tax computation. 

“As at June 30, 1954, the unused loss carryovers of subsidiary companies for 
Federal and Canadian tax purposes approximated $14 million.” 

The Juilliard worsted textile plant at Providence, R.I., employing 2,200, was 
closed in September 1953. The Juilliard woolen mill at Stottville, N.Y., em- 
ploying 800, was closed in April 1954. The Juilliard cotton mill in Brookford, 
N.C., employing 475 workers, was closed in December 1956. 

2. The stock of Forstmann Woolen Co., a major wool textile company, with 
losses aggregating $6,600,000 in the previous 3 years, was purchased through 
an exchange of stock with J. P. Stevens & Co., Inc., a diversified textile com- 
pany, in June 1957. In October, the liquidation of the Forstmann plant at 
Garfield, N.J., with 1,700 employees, was announced. 


C. Acquisition and liquidation, followed by acquisition of unrelated businesses 


1. Gera Mills, Inc., a wool textile company with substantial prior losses, was 
purchased by the Cleveland Arcade Co., a warehousing concern, in December 
1953. In April 1954, the Gera woolen mill in Passaic, N.J., was liquidated, dis- 
placing 800 workers. In August 1954, the company’s name was changed to Gera 
Corp. and its certificate of incorporation changed so as to permit it to “carry 
on any manufacturing, mercantile, or other business whatsoever.’ It proceeded 
in November 1954 to acquire two corporations engaged in unrelated businesses 
(Chatham Electronics Corp. and Otis Terminal Warehouse Corp.). In March 
1955, Gera Corp. acquired U.S. Finishing Co., a textile dyeing concern. A 
letter from the latter company to its stockholders dated January 28, 1955, re- 
ferred to Gera’s tax position as follows: 

“Furthermore, Gera Corp. had losses arising from other operations, which it 
is believed can be offset for Federal income tax purposes against earnings from 
the business to be acquired from the company, and from its own electronics and 
other divisions, which otherwise would be subject to tax.” 

In January 1957, the Jewett City, Conn., plant of U.S. Finishing was liqui- 
dated, throwing 550 workers out of their jobs. In October 1957, Gera was 
reported to have acquired the Triplex Corp. of America, a manufacturer of 
engine pistons. The bulk of Gera Corp.’s current business is now carried on 
in nontextile fields. 

2. An outstanding instance of the milking of a textile company by nontextile 
interests for tax purposes and the subsequent application of the company’s tax 
position for the acquisition of unrelated businesses is the case of Botany Mills, 
Inc. The controlling stock in this wool textile company had been owned for 
generations by the family of Charles F. H. Johnson. In May 1953, Bankers 
Securities Corp., an investment firm, and H. Daroff & Sons, Ine., a clothing 
manufacturer, each acquired half of the Johnson family stock. In August 
1954, a syndicate headed by A. M. Sonnabend, a real estate and hotel operator, 
took over the controlling share of the company’s stock. The company’s annual 
iver for the year ended December 31, 1955, described its carryover credits 
as follows: 

“Based upon consolidated Federal income tax returns filed and to be filed, 
the company has net operating loss carryovers which may be availed of to 
reduce the consolidated taxable income of the members of the group whose 
income is consolidated for income tax purposes, during the succeeding tax years 
by approximately the following amounts: 


EE Ts PUA O, —  nenicngs dt de Stoney ensesishieel binanhend manta oblast tctbeanenmn lhl ich cal $3, 700, 000 
EE A IO ck... .; sncrencnanniamn-esthtnn Rita titeientinbinpstp thinned andi clita 8, 100, 000 
STEED Ie RR ERL A. dn ~ocnncsomneen-cithdmabianebaiimnbenten desman meanniathiieened 9, 500, 000 
ae PE 34 cai nskh caratleenesteetilintateasalintaibseate ile te tind Daneniines 14, 700, 000 


“It is expected that approximately $3 million of estimated losses provided for 
in the net loss for the year ended December 31, 1955, will be taken as deductions 
for tax purposes subsequent to that date. Such amount is not included in the 
het operating loss carryovers shown above. All of the net operating loss carry- 
overs set forth above are subject to those provisions of the Internal Revenue 
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Code of 1954 and the regulations issued thereunder which pertain to consolidated 

returns.” . 
The recognition of the role of the carryforward was described in a company 

letter to stockholders, dated February 2, 1956, in which the chairman of the 

board urged the adoption of a recapitalization plan. He noted: “Our principal 

asset, a tax loss carryforward of over $13 million, I fear, will be largely lost and 

= cone greatly depreciated in value without approval of this recapitaliza. 
on plan.” 

In the annual report to stockholders for 1955 the board chairman notes: 

“Our losses for the past 4 years and to be sustained in 1956 on account of 
liquidating sales of inventory and machinery will amount to approximately 
$18 million. It is my confident belief that this amount can be earned by our 
company during the coming 6 years and, because of favorable income tax pro 
visions, can be retained to restore the stockholders’ equity.” 

In 1955, the company acquired two other businesses which it operates as wholly 
owned subsidiaries: Botany Cottons, Inc., cotton textiles, acquired in June 1955; 
Rolley, Inc., suntan lotion manufacturer, acquired in October 1955. 

The Passaic, N.J., woolen mill of Botany, employing 2,000 workers, was liqui- 
dated in January 1956. 

From 1956 to date, 10 additional corporations have been added as wholly 
owned subsidiaries, 6 of them in nontextile fields: 
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8. Another illustration of the diversion of resources from a textile operation 
to an unrelated business by a new owner is afforded by the case of Powdrell & 
Alexander, Inc. The controlling interest in this cotton textile company was 
bought by George Meehan in June 1954, whereupon he became president of the 
company. F 

Following the change in management, a series of important steps took place. 
In November 1954, the company closed its cotton textile mill and liquidated the 
subsidiary Gosnold Mills Corp. in New Bedford, Mass., displacing 1,600 work- 
ers. In June 1955, it sold its dye plant at Danielson, Conn., to a new concern 
called Danielson Finishing Co. The various facilities and pieces of equipment 
at the Connecticut and New Bedford, Mass., mills were sold. The funds thus 
obtained were then employed to acquire the Pepsi-Cola Bottling Co. of Cincin- 
nati, Ohio, in January 1955. 

From its operations, it is apparent that the new management desires to get 
out of the textile business and use the loss carryover credits, not to rebuild the 
textile operations, but to obtain tax advantages through the acquisition of profit- 
able nontextile enterprises. In the years 1952 through 1954, it recorded losses 
of $2,744,885, which it wanted to employ for tax avoidance. It acquired the bot 
tling division as a méans of earning just enough money to offset the firm’s loss 
over credits. The speculative nature of this operation is suggested by a foot 
note to the annual report to the stockholders for 1955. 

“On January 22, 1955, the company acquired the business and assets and as 
sumed the liabilities of the Pepsi-Cola Bottling Co. of Cincinnati, Ohio, and has 
since operated that business as a division of the company. The company é2- 
tered into a long-term employment contract with the manager of the bottling di- 
vision which provides, among other things, that, when the bottling division shall 
have earned an aggregate net profit of $3 million before taxes on income, the 
company will sell to a new corporation, to be organized for such purpose, all 
of the assets of the bottling division, except cash and accounts receivable, at the 
book value of such assets at the date of sale. The company will own 60 per 
cent of the stock of this new corporation and the manager and another employee 
will have the right to acquire 40 percent of such stock. The net profit of the 
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pottling division for the current year, before Federal taxes on income, amounted 
to $599,535.” 

_ It is important to note that, for this period, 1952-54, the net operating loss 
pefore taxes was $2,744,885 and that the company has arranged to dispose of 
its bottling operations to a new firm after these operations yield $3 million ‘in- 
come before taxes. While the employment agreement with the manager of bot- 
tling operation was canceled at the end of 1956 and replaced with a new ar- 
rangement giving him stock option rights in Powdrell & Alexander, Inc., the 1955 
agreement casts a significant light on the motives of management. 

Another interesting fact was revealed in the president’s letter to stockholders, 
appearing in the annual report to stockholders for 1956. The letter discloses 
the following: 

“In 1956, land was purchased in Cincinnati, Ohio, the home of the bottling 
division, part of which is being held as a future site for a new bottling plant. 
The remaining industrial property is being developed for resale.” 

The balance sheets for year end 1955 and 1956 show the following items: 


The above would seem to indicate that the company may now be entering 
the real estate business. Income received thereby may possibly be offset by the 
carryover credit. The corporation’s charter was, amended in 1954, permitting 
engagement in any business the directors may determine. 

4. The classic case of the use of mergers to erect a tax shelter, with tragic 
consequences to the employees and communities involved, is that of Textron, Ine. 
This company was formed by a merger of American Woolen Co., a wool textile 
firm; Robbins Mills, Inc., a synthetic textile manufacturer; and Textron, a 
cotton and synthetic combine, in February 1955. The American Woolen Co. 
notice of a special meeting to consider the merger, dated January 6, 1955, made 
the following reference to the:subject of carryovers: 

“As at the end of October 1954, the portions of the consolidated net operating 
losses attributable to each constituent corporation which may be succeeded to 
and taken into account by the merged corporation are estimated at approxi- 
mately $18,750,000 for American Woolen, $10 million for Robbins and $1,300,000 
tor Textron, or an aggregate of approximately $30,050,000. Such amounts will, 
subject to the applicable provisions of ‘the Internal Revenue Code, be available 
as loss carryovers to be offset against future earnings for Federal income tax 
purposes. Such loss carryovers, to the extent not utilized, will expire at the 
end of 1956 to the extent of $200,000, at the end of 1957 to the extent of $14,- 
250,000, and at the end of 1958 to the extent of $15,600,000.” 

In his letter to stockholders of February 26, 1957, Board Chairman Royal 
Little boasted that “since the merger * * * (on) February 24, 1955, we have 
disposed of 36 textile properties and 5 textile converting divisions.” These 
textile plants had employed approximately 20,000 workers before they got caught 
up in Mr. Little’s tax-saving scheme. 

Textron has used the resources released by the disposal of textile properties 
to buy up no fewer than 14 companies, 13 of which are in unrelated businesses, 
with products varying from storm windows to steamships. All but the textile 
eperations are carried on as divisions of the company, which reports its in- 
come in a consolidated statement. The textile operations, which comprise only 
a small fraction of the company’s sales, are conducted by a subsidiary, Amero- 
tron Corp., whose accounts are also consolidated in the Textron statement. 
fee app. I for list of Textron divisions showing dates of acquisition and 
products. ) 

In the year ended December 29, 1956, the company reported consolidated net 
Profits of $6,502,592. Nocorporate income tax was paid. 

A note on taxes in its financial statement reads as follows: 

“Taxes: The Federal income and excess profits tax liability of the company 
and its subsidiaries is subject to final determination by the U.S. Treasury De- 
partment for the years subsequent to 1945. Management is of the opinion that 
there is no material liability with respect to the open tax years. No provision 
for Federal income taxes was required on 1956 income due to losses during the 
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year on the disposal of plant properties and equipment, which losses were 
charged to reserves previously provided. 

“As at December 29, 1956, the company had unused Federal tax loss carry- 
overs of approximately $45 million. Under the present tax laws these logs 
earryovers may be applied, subject to the applicable provisions of the Internal 
Revenue Code, as an offset against future earnings for Federal income tax 
purposes. To the extent not utilized, approximately $14 million of the logs 
carryover will expire at the end of 1957 and $20,500,000 at the end of 1958.” 

5. Another example of the use of the merger route for the transfer of a logs 
earryover from one corporation to another and the subsequent liquidation of the 
bulk of the loss corporation’s facilities, is provided by the experience of Utica 
Knitting Co. Controlling interest in this company was achieved by a group 
headed by Jerome A. Newman, a financier, in March 1952. In December 1952, 
the company was merged with J. T. Flagg Knitting Co. in an assets-for-stock 
deal and the reorganized company became Flagg-Utica Corp. The annual report 
of the company for the year ended December 31, 1952, stated: 

“Net loss was $1,216,292, after giving effect to a Federal tax carryback of 
$350,000 and after giving effect to the approximately $10,000 earned by the 
Flagg division during December. Under the Federal tax laws, a portion of 
this loss may be carried forward for a period of 5 years and, to the extent that 
the corporation has earnings for this period, will be available for reduction 
of taxes payable.” 

Between 1953 and July 1, 1955, the company’s plants (all previously operated 
by Utica Knitting) in Utica, Clayville, and Sherburne, N.Y., were permanently 


closed. These mills had produced knit goods and had employed a total of 1,800 
workers. 






























LOOPHOLES IN THE LAW 


The deficiencies in section 382 of the code which have resulted in the wide- 
spread abuse of the carryover provisions are as follows: 

1. Section 382(a), relating to the disallowance of a carryover in the case 
of a purchase of a corporation and a change in its trade or business, defines 
purchase so narrowly that it does not apply to many cases in which effective 
control is purchased. Before disallowance of the carryover is imposed, para- 
graph (1)(A) of this section requires that any one or more.of the 10 persons 
who own the greatest percentage of the fair market value of a corporation’s 
stock at the end of the taxable year must have increased their holdings by at 
least 50 percentage points over their holdings at the beginning of the taxable year 
or the begining of the prior taxable year. This means that if such persons 
increased their holdings from 10 percent of the total to 50 percent, the limitation 
of section 382(a) would not apply. Obviously, ownership of 50 percent of a 
corporation’s stock represents control; this is the measure of control recognized 
in section 269 of the code, relating to the acquisition of control of a corporation to 
evade or avoid income tax. 

2. The period of time during which a change in the trade or business (after 
the purchase of a corporation) would result in the disallowance of a loss carry- 
over under section 382(a) is inadequate. The limitation of section 382(a) 
to cases in which stock ownership has changed since the beginning of the cur- 
rent taxable year or the beginning of the prior year means that the old business 
need often be continued for only a little more than a year. For example, assum- 
ing that a corporation’s taxable year is the calendar year, if its stock changes 
hands in December 1956, then the business carried on by the corporation at that 
time need only be continued until January 1958. In special cases this period 
may be even further reduced. For example, if the stock of the loss corporation 
had been owned prior to its sale by another corporation with which consolidated 
returns had been filed on a calendar year basis, the period from the beginning 
of the calendar year to the date when the sale of stock broke the affiliation would 
be a period for which a return should be filed and therefore a taxable year within 
the definition in section 441(b) of the code. The period from the date of sale 
to the end of the calendar year might be a separate return period and also, by 
definition, a taxable year. If the sale took place on November 30, 1957, and 
the loss business was terminated on January 2, 1958, it might be argued that 
there had been no change in stock ownership since the beginning of the taxable 
year 1958 or the beginning of the prior taxable year on December 1, 1957, and 
that section 382(a) accordingly had no application. 
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8. If a change in the nature of a business occurs within the specified period 
after a corporation’s purchase, the loss carryover is denied under section 382(a) 
for the year in which the change in business occurred ; however, any net operating 
joss deductions made in prior years are not affected. This means that a corpora- 
tion can purchase a loss corporation, offset the entire amount of the carryover 
against profits in the first taxable year or two, and then terminate the business 
of the former loss corporation without penalty. 

4, Under paragraph (3) of section 382(a), the rules of attribution set forth 
in section 318 (relating to constructive ownership of stock) are used in deter- 
mining the ownership of stock, except for the requirement that 50 percent or 
more of the stock of a corporation be owned by a person before such corporation 
shall be considered as owning the stock owned by or for that person. The 
omission of this 50 percent limitation requires that all the stock owned by an 
individual be attributed to a corporation in which the individual has any share, 
no matter how small. This would permit the evasion of the limitation imposed 
by section 382(a) in the following type of case. Assume X owns more than 50 
percent of the stock of Corporation A, which has a loss carryover, and X also 
owns a single share of stock in Corporation B. Corporation B buys 100 percent 
of the stock of Corporation A. This purchase would not be subject to section 
382(a) since more than 50 percent of Corporation A’s stock was acquired from X, 
whose ownership of that stock was attributed to Corporation B. 

5. Under section 382(b), relating to the limitations on loss carryovers where 
changes in. ownership are the result of a reorganization, there is no requirement 
that the successor corporation continue to carry on the same trade or business. 
This omission creates a most significant loophole since it permits persons desiring 
to obtain tax loss carryovers to do so without regard to the disposition of the 
business of the acquired loss corporation. 

6. In listing the types of reorganizations which are subject to the limitations 
of section 382(b), the statute omits transfers which are the result of exchanges 
of stock for stock (sec. 368(a)(1)(B)). This means that the owners of the 
loss corporation involved in this type of reorganization need not obtain a 20 
percent interest in the successor corporation in order for the latter to use the 
loss carryover. The successor corporation can achieve this and either by trans- 
ferring income-producing assets to the loss corporation or by liquidating it so 
that the carryover would go to the parent company. In the latter case, the 
transaction should be treated in the same manner as a purchase of stock and be 
made subject to section 382(a). 

7. While the Senate Finance Committee’s report on H.R. 8300 states that “the 
20 percent (continuity of interest) requirement (in sec. 382(b)) cannot be 
watered down by inserting one or more corporate entities between the corporation 
with the loss and the corporation deducting the loss,” it is silent on the possi- 
bility of watering down the 20 percent requirement through other devices. For 
example, in a reorganization in which substantially all the assets of a loss 
corporation are acquired by a subsidiary (which can be newly created) of a 
profitable corporation in exchange for the latter’s stock, the continuing interest 
of the loss corporation’s stockholders can be watered down as long as they receive 
stock in the parent company of a value of 20 percent of the fair market value of 
the subsidiary. The parent company can then make use of the loss corporation’s 
carryover by transferring income-producing assets to the subsidiary which had 
acquired the loss corporation’s assets. 


THE REMEDY 


The above listing of loopholes is not exhaustive. Rather it is suggestive of 
the obvious need for revision. Certainly the provisions of section 269, which is 
designed to prevent abuse by authorizing the disallowance of a deduction where 
control of a corporation is acquired for “the principal purpose * * * (of) evasion 
or avoidance of Federal income tax,” cannot be relied upon to put a stop to the 
trafficking in loss corporations for the benefit of persons other than those who 
incurred the loss. As noted by the Report of the Committee on Ways and Means 
on H.R. 8300 (p. 32), “the effectiveness of this provision has been impaired. by 
the difficulty of establishing whether or not tax avoidance was the principal 
purpose of the acquisition.” 

The ineffectiveness of section 269 as a bar to abuse is a fact of common 
knowledge. Thomas N. Tarleau has summarized the situation in his paper, 
“The Place of Tax Loss Positions in Corporate Acquisitions,” published by the 
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Joint Committee on the Economie Report in “Federal Tax Policy for Eeononiie 
Growth and Stability (1955),” in the following words: 

“Section 269 has not worked well. The courts have been reluctant to fing 
the prohibited motivation in the cases which the Government has brought before 
them. * * * With section 269, the judges had not only to probe states of mind, 
but also to select dominant motives from the several purposes which generally 
lie behind the acquisitions covered by the section. In case after case the courts 
ae enough legitimate business purpose to set aside the application of section 

In the words of Jackson L. Boughner, writing on “Tax Problems of the Buyer 
of a Going Corporate Business Under the 1954 Code,” in the Journal of Taxa: 
tion, July 1956, section 269(a) “thas been on the books since World War II, and 
has had practically no effect whatever: Almost every transaction can have 
some business purpose attributed to it.” 

The addition of subsection (c) in the 1954 revision of the code will not 
materially improve the effectiveness of section 269. The new section raises 
a presumption that an acquisition has tax avoidance as its purpose if the pur 
chase price is substantially disproportionate to the adjusted basis of the property 
of the acquired corporation plus the tax benefits acquired asa result of the 
acquisition. The operation of the presumption is uncertain, particularly since 
the basis of assets held by the acquired corporation may or may not bear any 
real relation to the actual value of the assets. In any case, the new provision 
simply adds a presumption which may be rebutted by the taxpayer. In faef, 
the finding of the Commissioner under the former statute that an acquisition 
had been made with a tax avoidance purpose automatically raised a similar 
presumption, and little or no force has been added to the section by the new 
language. 

It is evident therefore that the only effective remedy for the widespread 
abuse of the carryover provisions is to close the loopholes in sections 381 and 
882. This can be accomplished, as proposed above, by denying use of the 
carryover in the case of a change in ownership of a corporation if a business 
is terminated at any time during the 3 years subsequent to the date of the 
change. This rule should be applied whether the change in ownership is a 
result of a purchase of the corporation’s stock or a reorganization. This would 
put an end to the exploitation of tax benefits by persons other than those who 
incurred the loss through trafficking in corporations with loss carryovers. 


REPORT OF ADVISORY GROUP ON SUBCHAPTER C 


The remedy proposed by the advisory group on Subchapter C of the Internal 
Revenue Code of 1954* would limit the available carryovers of an acquired 
business to “50 percent of the consideration paid for that business” and would 
delete the requirement for continuation of a business from section 382(a) (1) (C), 
substituting a provision in section 269 making it a presumption that an acquisi- 
tion is for a purpose condemned under that section if the business of the acquired 
corporation is discontinued. 

Unfortunately, this remedy appears to create more problems than it solves. 
The proposed limitation of carryovers to 50 percent of the consideration paid 
for a business is at best arbitrary. At worst, it could operate capriciously in 
permitting certain corporations the full benefit of carryovers in spite of the 
tax avoidance motive involved in an acquisition while preventing other corpora- 
tions from utilizing their full carryover rights where no abuse is involved. The 
relationship between carryover and the amount paid for a loss corporation is 
not the cruicial consideration. A loss corporation with relatively substantial 
net assets might well be acquired by another corporation at a price several 
times the amount of its carryover (thus assuring allowance of the full carry- 
over) yet subsequent events might clearly establish the abusive character of 
the transaction. The crucial question is whether the business formerly con- 


ducted by the loss corporation is continued by the acquiring corporation. It - 


is the liquidation of such businesses that has constituted the gross abuse of the 
carryover provisions, with its dire consequences for the affected workers and 
communities. 

The advisory group recognizes that “the proposed mathematical tests would 
not reach such cases (acquisition of a ‘shell’ corporation or a going business 





2 Report on Corporate Distributions and Adjustments, by the advisory gro 
chapter C of the Internal Revenue Code of 1954, House Ways and Means 
1957, pp. 74-78. 
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with no idea of continuing it).”” However, the protection which the advisory 
group suggests against this type of abuse is actually weaker than the present 
provision. Under section 382(a)(1)(C) a purchased corporation which has 
not continued the trade or business conducted before its purchase automatically 
loses its carryover. The advisory group would delete this objective rule and 
substitute for it a general proposition that the discontinuance of the corpora- 
tion’s trade or business shall be considered “‘a presumption that [the] acquisi- 
tion is for one of the purposes condemned by section 269.” 

We have commented above on the ineffectiveness of section 269 as a bar to 
abuse. The addition of the presumption in subsection (c) in the 1954 revision 
of the code has not materially enhanced the effectiveness of section 269. The 
addition of another presumption can hardly accomplish the stated purpose of 
the advisory group. Indeed, the group’s report admits that the proposed addi- 
tion “is cast in general terms which are uncertain in application to specific 
eases.” 

In view of the importance of the objective rule in section 382(a)(1)(C) in 
preventing the gross abuse with which we are primarily concerned, it is im- 
perative that this rule be retained and, indeed, strengthened, as suggested above. 


CONCLUSION 


The Congress has recognized the need to restrict the carryover of losses in 
accordance with economic realities rather than such artificialities as the legal 
form of a reorganization. It has sought to insure that the benefit of the carry- 
over shall not be exploited by persons other than those who incurred the loss. 
However, the limitations provided in section 382 of the Internal Revenue Code 
of 1954 have proven to be too loose to accomplish its purpose. 

Abuse of the carryover privilege has become as rife under the new code as 
it had been under the previous statute. Loss corporations have been acquired 
by new interests, either through purchase or reorganization, and all or part of 
their businesses liquidated within a short time, without impairing the acquir- 
ing corporation’s right to claim the loss carryover. The proliferation of adver- 
tisements for the sale or purchase of loss corporations is clear proof that 
trafficking in corporations with loss carryovers is growing rather than being 
retarded. 

In the textile industry, the application of the carryover provisions to cor- 
porate purchases and reorganizations has accelerated the liquidation of many 
operating units. It has discouraged long-established enterprises from making 
the investments necessary for their survival. They have succumbed to the lure 
of a deal with outside interests intent on exploiting the loss corporation’s carry- 
ever. As a result, many thousands of workers have lost their jobs and once- 
thriving communities have become ghost towns. 

The windfall gains of the predatory manipulators of these deals run into 
hundreds of millions of dollars. These gains are won at the expense of the U.S. 
Treasury and the publie welfare. Action is imperative to plug up the loopholes 
which make possible this mulcting of the Federal Government. Equity and 
public policy demand that the carryover be denied to any taxpayer who termi- 
et the business which incurred the loss if he does so within 3 years of acauir- 

it. 
APPENDIX I.—Teztron subsidiary and divisions, December 1957 


Date of acquisition Product 


Subsidiary: Amerotron Corp-----.-.---.<--- bie ok Sob ORE p WERE Textiles. 
Divisions: 
Benada Aluminum Products Co pril 1956 Storm windows. 
F. Burkart Manufacturing Co September 1953_._....-| Batts, pads. 
California Technical Industries Electronic equipment. 
Camear Screw & Manufact: September 1955_.......| Metal parts, screws, fasteners. 
Serr Wyant & Cannon Foundry | April 1956. Tron and steel castings. 
‘0. 


Coquille Plywood September 1955_._.....|. Plywood. 

Dalmo Victor Co Radar, electro-mechanical devices. 
Ferlerat Industries__.-..--.--.-.---..---- August 1956. Coated fabrics. 

General Cement Manufacturing Cement, chemicals. 

Hall-Mack Co. Ju { 


Steamship Leilani July 1956 teamship. 
M..B. Manufacturing Co March 1954..........-.| Vibration testing equipment. 
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Representative Reuss. I was just going to ask the members of the 
anel to comment on each other’s statements. Please start off, Mr, 
arkin, 

Mr. Barxtn. I have one general comment on Mr. Frucht’s statement 
which deals primarily, if I understand it, with the problem of. entry, 
the entry of new competitors into an industry, as providing a ceiling 
on administered prices or on the prices which may be charged by 
corporations or concerns or businesses in specific industries. 

he major discussion centered on the part of the drugstore as a 
homely illustration. Fortunately, or unfortunately, I live in a small 
suburb outside of New York, and I sometimes don’t have much choice 
but to buy some drugs at these drugstores in my own town. Ordi- 
narily I wouldn’t do it. The difference in price is quite huge; some- 
times varying from 50 to 70 percent, because we enjoy some advantages 
in New York City proper. 

One major one is that we have discount houses both for drugs and 
many other articles. And the contrast in price is great. 

The important fact obviously is that the establishment of even so 
simple a matter as a drugstore entails great investments and risks. 
And particularly in the suburb of a city, because the potential enter- 
prise is aware of the fact that purchases will be made at some center 
city; a core city; and purchases at the local shop are likely to be 
selective and emergency. 

And we therefore have this tremendous span in prices. 

But aside from that we also are aware of the difficulties of entry. 
The steel industry has had no new company entering into it since 
the war. And these are illustrations which can be duplicated in 
many, many industries. 

Consequently, the right of entry is not adequate ceiling in our 
society where the investments and the requirements for new entry 
are huge. We have one illustration which may be helpful. 

Johns-Manville has just bought a Fiberglass company which, had 
been previously owned by Libbey-Owens-Ford. And the reason for 
the purchase according to the public press is that Libbey-Owens-Ford 
didn’t have the appropriate distribution system in order to sell the 
merchandise and the products of the Fiberglass corporation. 

This is another illustration of the great technical business structures 
required in order to assure adequate entry. 

I would like to make a few comments on Mr. Massel’s paper. I 
think that basically he has exaggerated the degree of rigidity in the 
labor sector of the economy and the immobility. 

Fortunately in this connection I can even document my comments, 
which is not always possible. Because in the December issue of the 
American Economic Review, we have an article called “Do We Have 
a New Industrial Fuedalism” by the economist at the University of 
California, Arthur M. Ross. 

In this article he deals precisely with the question Mr. Massel has 
raised, namely, has there truly been a reduction in turnover, a rigidity, 
a less flexibility in our labor force, more tieing of skilled labor to a 
plant, and more stability in employment because we are moving off 
to a greater proportion of nonproduction workers. 

Whether or not this article is reproduced in the record is something 
that the chairman might consider. But the general conclusion of 
this article is that the conclusions similar to those which Mr. Massel 
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has presented do not hold up under close analysis; that there is no 
greater immobilization—he dramatically calls it industrial feud- 
alism—but more precisely there is no more—there is no less fluidit 
in our industrial society at the present time than—particularly with 
respect to labor mobility—than there was before. 

I think a careful study of the turnover and employment of non- 
production workers during this recession will also indicate that that 
group is much more mobile than was indicated. 

Probably some of the inflexibility of cost to which he has alluded is 
due to voluntary inflexibilities introduced by the large corporation 
through their theories of accounting and of cost overhead which re- 
mains relatively inflexible if you don’t vary the overhead in terms of 
rates of operation. 

Many other items, research and others, remain rigid if management 
determines that they shall be rigid in that respect. 

_§So that my conclusion is that it is our large business structure 
which permits the management not only to administer prices, but to 

administer their own accounting systems and their own systems of 
price determination, to which he is referring, but that the normal 
elements of cost—that is, the flexible elements of cost in the labor 
have not become any less mobile than they were before, and are for- 
tunately dated—supporting the conclusion I have just mentioned is 
documented by this study by Professor Ross. 

Mr. Massex. I think that Mr. Barkin has intermingled two separate 
factors. One is the mobility of labor in the sense of labor’s ability to 
move around. The other is the size of the labor force in an individual 
plant. Even though workers can and do move around this mobility 
does not tell us what has happened to the size of the labor force in the 
individual plant. It does not tell us whether the labor force is re- 
duced in proportion to reductions in production, or whether the labor 
force is maintained on a more stable tani This question of stability 
affects cost structures. 

The issues of mobility of labor and of the regularity of employment 
are related in some respects, but they are not quite the same. 

Insofar as the issue of mobility of labor is concerned, I did not make 
the statement nearly as broadly as Mr. Barkin interpreted it. In 
talking about the mobility of skilled and technical people I referred 
to an issue which the committee raised with the panel. The issue is 
not whether skilled and technical people do move around, but whether 
oe is as much mobility as the economy needs for growth and 
stability. 

In that connection I suggested that skilled and technical people 
do not move around as much as they might, partly because of the 
natures of pension plans. Because many pension plans dé not provide 
for vesting, it has become difficult for many skilled and technical 
workers to move to other companies. Therefore, we do not have as 
much mobility as we might have otherwise. 

Senator O’Manoney. Well, do you take the position that mobility 

of labor is a desirable factor ? 
. Mr. Massex. Yes, sir, I do. Not that labor should be forced to move 
around, but that when companies need labor, especially skilled and 
technical labor—and that applies especially to smaller ray Nl 
the lack of mobility of labor which makes it more difficult for them 
to get the skills it needs for expansion. 
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Senator O’Manoney. Well, would you go so far as to say that the 
sort of migratory labor we find in some agricultural operations is a 
desirable thing ? 

Mr. Massex. No, sir; I do not think of that as being desirable. And 
I would not think of mobility, in the sense of job insecurity, as desir- 
able. I referred to mobility in the sense of skilled and technical labor 
force’s ability to move more easily. Not being forced to move, but 
being able to move. 

Senator O’Manoney. You believe in stability of jobs. 

Mr. Masset. Yes, sir. 

Senator O’Manoney. You believe in full employment. 

Mr. Masset. Yes, sir. 

Senator O’Manoney. Have you given thought to the problem of 
providing full employment when the employers are not people but 
are organizations of people managed by experts whose first motive, 
of course, is to make a profit for the stockholders who own the organi- 
zation but do not exercise any real function in management? 

Mr. Masset. I am sorry, sir, I do not get the question. 

Senator O’Manoney. Well, perhaps I didn’t state it very clearly, 

I point out to you that in the modern industry, and now to a degree 
in modern agriculture, we find operations being carried on by organi- 
zations which are created by the States. When the Constitution of 
the United States was formed and the preamble of that Constitution 
written, there were not more than half a dozen corporations outside of 
banks in the Thirteen Original States. The economy was carried on 
through individuals, with individual property, skills, and their power 
to hire neighbors, and to form partnerships. But as technological 
advances took place we gradually found the corporation coming In. 

And now the corporation, the trade union, the trade association, and 
other organizations have taken over the management of our economy. 
We don’t any longer now have an economy managed by individual 
owners. Do you agree with me on that? 

Mr. Masset. Yes, sir. 

Senator O’Manoney. Well, doesn’t that raise a new question for 
society and for the Congress of devising a formula by which the rights 
of the people in an economy run by organization and employed 
managers are dominant factors? 

Mr. Masset. I think it raises a question that we have had for some 
time. It seems to me that this question exists because of our tech- 
nology, which requires much larger production units than we had 
previously. 

Senator O’Manoney. I know it has existed for a long time, because 
I have been thinking about it for a long time. 

Mr. Masset. I realize you have. 

Senator O’Manoney. And I have tried to get better experts than 
I am to give thought te it, in order that we may find a method of 
adjusting a free democratic society to the modern organizational, in- 
dustrial world in which we live. 

Mr. Masse. But this question is set in terms of adjustment to the 
present world rather than of an attempt to atomize the industrial 
structure so that we can go back to the handicraft system with small 
employers. . 

nator O’Manoney. No; of course I don’t think it is possible to 
go back to the handicraft system. The progress of science has posed 
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a new problem: We must retain and maintain the great values of 
scientific expansion and growth and technological improvement, the 
results of laborsaving devices and the like. We can’t throw those 
overboard. We can’t go back to the 18th or the 19th century. We 
must be thinking of going forward ‘to the 21st century in which 'the 
rights of people and the general welfare will continue to be our domi- 
nant objective. Or else we have got to scrap the preamble to the 
Constitution. Do you agree? 

Mr. Massex. I do agree. And it seems, sir, that it is precisely be- 
cause of that fact or that in examining our antitrust policies we must 
remember that we do have not economic objectives only. We have 
significant. political and social objectives at the same time. There- 
fore, we need further analyses of the relationships among those ob- 
jectives. 

' We have heard, in recent years, some theories suggesting an incom- 
tibility between the social and political objectives of our antitrust 
aws and the economic objectives. This rests on a theory that it is 
only through large enterprises that we can meet our economic ob- 
jectives. 
It seems to me that we badly need further analysis of efficiency, 
the structure of competition and the effect of our antitrust laws in 
order to see whether or not those goals are incompatible. Incident- 
ally, I have a hunch that they are perfectly compatible. 
enator O’Maunonery. Well, I rather agree with you that they are 
compatible. But our trouble is that we are acting under the princi- 
ples and theories that were completely applicable to an individualistic 
society. We are no longer operating in an individualistic society; 
we are operating in an organized and a managerial society. 

And that situation has been making it more difficult for the indi- 
vidual to preserve the individual’s economic status. 

That has brought into existence the t national and sometimes 
international unions, because without them, labor was at the mercy 
of organized capital. 

Do you agree with that? 

Mr. Masset. Yes, sir. . 

Senator O’Manoney. My own feeling has been that mone and 
the leaders of industry, the leaders of labor, the leaders of Govern- 
ment, must come to a realization of the fact that it will be a first 
step in retaining the values of modern technology and scientific in- 
vention and, at the same time, the economic freedom of the individual 
if we get together in a conference of such leaders to define the powers 
and duties of the organizations that have taken over our economy. 

Have I made that clear? 

Mr. Massex. Yes, sir. 

Senator O’Manoner. Do you agree? 

Mr. Massev. I agree. But I would suggest, additionally, that be- 
fore that conference takes place we do much more research and 
more public understanding of the operaticn of our economy, the 
operation of competition, and the effect of our antitrust laws and 
policies. Wedonot have that information today. 

Senator O’Manonry. Well, of course, the antitrust laws are based 
upon the theory that criminal punishment should be applied to those 
whose activities in the modern world can be brought under the law. 
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I have heard Members of Congress complain loudly because in 
the presentation of antitrust cases the Department of Justice fre- 
quently pursues the civil route rather than the criminal route. It 
seems that in many instances the steps taken by economic organiza» 
tions, whether of capital or of labor, are taken because we have not 
had this research project which is so needed to bring about the ad- 
justment of the individual to the modern organization. 

Yesterday I introduced a bill to the Senate to make it unlawful 
for motor vehicle manufacturers to be the owners of credit institu- 
tions. My reason was the fact that when a giant motor manufacturer 
can have under its complete control, as a wholly owned subsidiary, a 
financial institution, it acquires the terrific power of concentrated 
wealth which the employee and the independent corporation engaged 
in financing can’t begin to wield. 

I think all economic history teaches us that the power of wealth 
is one of the greatest influences for the subjugation of the masses of 
the people in the economic world. 

Mr. Gray. May I comment upon your remarks? 

Senator O’Manoney. Certainly, Mr. Gray. 

Mr. Gray. These remarks of Senator O’Mahoney get us into the 
larger issue of the allocation of resources. 

One might think of four major resources in this connection. Our 
natural resources, our capital, our labor, and our technology and 
scientific personnel. Just those four. 

The point of this discussion, I take it, is whether it is good for the 
society that the decisions about what should be done with these 
resources, the uses to which they are to be put and how they are to 
be used, should remain in the hands of giant corporations, acting in 
their own corporate interest, and frequently acting -irrationally or 
irresponsibly from a social point of view. 

The issue, it seems, in this modern monopoly question is where are 
the decisions to rest with respect to what we do and how we develop 
and manage our natural resources; what we do with the capital that 
accrues for new investment every year in this eountry ; how do we dis- 
tribute and employ our labor force so as to get the maximum produc- 
tivity Ear do we develop technology and. allocate scientific per- 
sonnel ? 

My point is that these decisions are likely not to be made properly 
or wisely or in the general interest if they are made by a few great 
giant corporations acting in their own private interest. 

‘If these decisions cannot be made within a framework of free 
competition, then we must resort to some scheme for governmental 
assumption of responsibility for them. 

Senator O’Manoney. I think, Mr. Gray, that you have stated a 
correct view of this fundamental problem. It must be remembered 
that when our Government was founded, the drafters of the Constitu- 
tion intended that the Congress, which is the legislative branch of 
the Government, should have the power to make all laws relating to 
economic affairs that affect the whole State, the whole Union, or 
interstate or foreign commerce. 

In other words, we have a political constitution. and an economic 
constitution. 
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In-the first article setting up the Congress and defining its powers 
the Constitution states that among these various powers 1s the power 
to regulate commerce among the States, with foreign nations, and so 
on. Everybody who believes in the Constitution and amendments be- 
lieves in that power. But what has developed all around us is an 
economic government in private hands, not exercised by the Congress, 
not exercised by the Federal Government. And so the Federal Gov- 
ernment has been driven to antitrust presentations, punitive laws, 
to bring about an adjustment to the pomt where the Department of 
Justice from time to time may act against the public interest. Because 
of the power of concentrated wealth these cases can be carried from 
the lowest court to the highest court and back again and up again. 
And the public interest is not protected. 

I happened to be listening to a hearing many years ago during the 
Woodrow Wilson administration. This was a hearing conducted by 
one of the committees of the Senate on a Federal Trade Commission 
investigation of the big packers. The result of the investigation was 
a consent decree against the big packers condemning them and forbid- 
ding them to follow certain practices. 

if my memory serves me correctly, it was 15 years before there 
was agreement upon the form of the decree. The formulation of that 
decree was batted about in the courts, while the legislative body, the 
Congress of the United States, was doing nothing about it. And then 
there came, during the administration of President Harding, who 
couldn’t be called a radical or a leftist by any manner or means, the 
passage and the signing of the Packers and Stockyards Act. 

And that act gave the Secretary of Agriculture more power to 
manage business than any law that had ever been passed up to that 
time. 

Well, I am turning this meeting into my own lecture. And that I 
shouldn’t do. 

Representative Reuss. I think Mr. Frucht had a comment. 

Senator’O’Manoney. Yes. Mr. Frucht. 

Mr. Frucut. There seems to be two issues, Senator, involved not 
just in what you said, but in what we were discussing earlier. 

There is the question of market power itself, and there is the ques- 
tion of the effect of market power on the growth and change in the 
economy over time. Now these are two separate questions. 

Senator O’Manoney. Will you state them again? 

Mr. Frucnr. The question of the degree of market power, the de- 
gree to which a firm is free of the influence of the market and the 
discipline of the market. And there is the question of the relation 
between the degree of market power and the behavior of the firm 
over time in its price and output policies, and so on. 

Now, we have discussed both of these questions. I would like to 
make a point on the pricing effects of market power in a growing 
economy, in the first instance; particularly in relation to what Mr. 
Barkin said. 

I am in quite considerable agreement with Mr. Barkin on the effects 
of market power in many contexts. If market power means any- 
thing, it means the ability of the firm to earn more than a more 
competitive firm can earn; it means the ability of the firm to make 
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decisions about resources, about output, which may not be, wholly 
in the national interest. “ 

Now, what I want to say here is this: that if we are concerned 
with the contribution of firms with market power to inflation, we 
need not be, per se. The posession of market power will enable 
a firm to earn perhaps a great deal more than a competitive firm, but 
as its demand in an inflationary situation increases, the effects of 
market power will not lead to any more rapid increase in price than 
would be the case under very flexible pricing, such as occurs under 
perfect competition. 

In fact, in the short run, the effects of market power would work 
in a reverse way. 

Now, in the second instance as to the question of. the effect. of 
market power on the allocation of resources, on the efficiency with 
which the desires of the consumer are carried out, it is clear that 
excessive market power violates the free market principles on which, 
I presume, we are all in agreement. 

Now the question is, How extensive is market power in the Ameri+ 
can economy? Can we associate market power directly with con- 
centration ¢ 

The question becomes one of how substantial are the barriers of 
entry into our concentrated industries, how large entry-barri 
shelters exist. I would say in the first place that we perhaps tend 
to overestimate these barriers. As the economy grows in wealth 
and in complexity, in technological know-how, the possibilities of 
invasion of any particular market by other firms in other sectors 
increases. 

I would suggest a priori, that with other things equal, economic 
growth and change in themselves tend to reduce the market power 
of firms in any particular industry, even if nothing else: happens. 

I would go on and say that where market power can be demon- 
strated to be substantial, it should’ be eradicated, if possible. 

Now, there may be instances of market power due to increasi 
returns to size—there are, for instance, cases analogous to public 
utility cases where the market. under no circumstances could bring 
about a situation where the behavior of the firm could be dis- 
ciplined effectively by competition. If a market as presently consti- 
tuted cannot discipline behavior in an industry, a if appropriate 
antitrust policy cannot restore a situation in which competition will 
effectively discipline the firms in an industry, then something else 
has to be done. 

Senator O’Manoney. As I understand you, Mr. Frucht, you are 
saying that if the market power cannot operate—— 

Mr. Frucut. Or be made to operate. 

Senator O’Manonry. Cannot be made to operate to prevent in- 
flation, improper inflation, then some other method must be: found 
todo it? Am I right?’ 

Mr. Frucut. Well, 1 would say yes, with the proviso that I don’t 
think that market. power itself creates inflation or has the responsibility 
of checking it.. I think market power has other effects. 

Senator O’Manoney. Yes; I understand. 

Mr. Frucurt. It has other. effects which are not in the social:in- 
terest at all. But on this count, regarding its inflationary effects, 
I think market power comes off very clean. 








aed a 


ECONOMIC REPORT OF THE PRESIDENT 359 


This proposition applies on this particular count only. I would 
furthermore like to say this: I doubt very much that market power 
is nearly as extensive in the economy as many people suggest. 

Senator O’Manoney. Yes; I understand your question. But my 
question to you was this: If market power does not: prevent infla- 
tion, then should some other means of doing:so be obtained ? 

Mr. Frucur. I am a little afraid, Senator, that we may kill the 
golden goose here. 

Senator O’Manoney. Is inflation the golden goose? 

Mr. Frucur. No; but it may result from things of which we all 
approve. 

4 or instance, if we have a great deal of growth in the economy, and 
if it is of the nature that first you get a big expansion in demand, say, 
for electrical products, and then a shift in demand toward, say, steel, 
or raw materials, then again a big shift toward services; if we have 
these things going on in the economy—and we are getting more and 
more of such shifts in demand through research, through rather 
rapidly changing consumer tastes—then, under these circumstances, 
if we have pricing rigidities, and that means wage rigidities, too, 
which prevent prices from falling, so as to offset the increasing prices 
that economic change will create in some economic sectors, we must 
get some inflation. 

Senator O’Manoney. I don’t want to misunderstand you. But I 
am afraid what you are saying is an argument for a hands-off policy 
by Con and letting the market operate at its will. 

Mr. Seems Only partly. 

Senator O’Manoney. Except for the antitrust laws. 

Mr. Frucut. Well, not except for the antitrust laws. I would say, 
one, the antitrust laws are important. And I would agree with Mr. 
Massel that Government itself has added a great deal to the kinds 
of inflexibilities that help inflation to come about when you have the 
kind of dynamic change that we have been having. | 

You can’t have your cake and eat it too. You can’t prevent prices 
from going down here when demand falls and expect to offset prices 
from going up there where demand increases and resources are in 
greater demand. 

Senator O’Manoney. Instances have been laid before this panel 
of cases in which demand has fallen but prices have been raised by 
the huge organizations. 

Be cut. I think that is true, sir. I think that that has to do 
with--— 

Senator O’Manongy. Well, doesn’t the Government have anything 
to say about that? 

Mr. Frucut. I think the Government would be interested in all 

such questions. 
_ Senator O’Manoney. Well, should the Government not only be 
interested, but should it pass legislation designed to prevent the 
raising of prices by huge managerial organizations when the demand 
has fallen ? 

Mr. Frucur. I would say this—again there is the question of market 
- power and the related questions of cost behavior, which I couldn’t 
possibly evaluate offhand in any specific instances. 

863795924 
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Senator O’Manonry. Well, let me give you anexample. The head 
of one of the greatest corporations in America, if not in the world, 
was testifying before a Senate committee; in answer to the question 
as to what was the principal factor in the action of that corporate 
management in making prices for its products his answer was that 
the biggest factor was the production of “x” percent profit upon the 
stoc 


Mr. Frucut. I think, sir, that many businessmen have notions of 
their power to generate profits which the market disagrees with over- 
time. And target rates of return expressed: in markups over 
“standard costs” and profit rates are two very different things. 

My point here is only this: That if at the same time that demand is 
falling in a highly competitive industry, say, the garment trade, 
costs go up there, I oti be very surprised to see prices come down, 

And I wouldn’t be the least bit surprised to see them go up under 
those circumstances. 

I am saying that the adjustments to cost will typically reflect—the 
adjustments in price to cost—will typically be such that they often 
will be rather quickly reflected in prices regardless of what happens 
to demand and pretty much regardless of the degree of market power, 

Senator O’Manoney. Do you advocate that Congress keep its hands 
off this problem ? 

Mr. Frucurt. I would say this: That if we are going to encounter 
really rapid increases in the price level I would certainly be very con- 
cerned. We have had inflationary dangers in the past, and we may 
again in the future. Inflation means a transfer of income from one 
group to another and it is an arbitrary transfer. It isn’t one that 
we should approve of. 

On the other hand, if we are faced with some inflation, some mod- 
erate annual rise in the price level because of changes in the composi- 
tion of demand, and at the same time have inflexibilities in prici 
and in wages, and labor immobilities, slowing down the transfer of 
resources, if at the same time we have certain Government policies 
which increase price and wage rigidities while decreasing resource 
mobility, then I would say that if we are going to take a very strong 
policy position against even a moderate Matha of inflation we may 
be in danger of hurting ourselves more than we could possibly gain. 

I would hate to see us, because of some degree of inflation, say 2 
or 3 percent a year—which I wouldn’t like if I could have it other- 
wise—I would hate to see us throttle the economy and produce effects 
on growth and change and on the use of resources which might. be 
even more painful than the inflation wetry tocure. 

Senator O’Manonry. Well, is it essential to throttle the economy to 
free it from control by private industry ? 

Mr. Frucut. I think again the question boils down to how: im- 
portant we feel market. power to be; market power in the hands‘of 
business and market power in the hands of unions. 

Now, my position is that the case, the proposition, that. market 
power has a stranglehold on the American economy has not been borne 
out. I haven’t seen it borne out in a general sense in the case of busi- 
ness. I haven’t seen it borne out in a general sense in regard to unions, 

Senator O’Manonery. How do you suppose it has come about that 
the President of the United States has just announced the formation 
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of a new committee headed by the Vice President to study the prob- 
jem of inflation? Has he been misled by his advisers into abandon- 
ing the theory that you advocate that we don’t have inflation sufficient 
to cause us concern, and that market power can, generally speaking, 
meet the situation ? 

Mr. Frucut. I would say that we always should be concerned with 
inflation. And we have had a rising price level actually since before 
World War IT. 

Senator O’Manoney. I would be very happy if you would be good 
enough after considering the discussions of the panel here today, to 


submit an additional paper suggesting the policy that you would 
advocate. 


(See p. 764.) 

Now, I want you to know, and I want everybody to know, that I am 
looking at this purely objectively. As an individual Member of Con- 
gress. I don’t want to punish business. I don’t. want to pass any 
stranglehold law. I don’t want to prevent the growth and expansion 
of the economy. 

I want to see the participation in a growing economy spread broader 
and broader throughout the population of the United States, because 
I believe that in that population we have the greatest resource that it 
would be possible to find. 

Mr. Barkin. Senator, I would like to take Mr. Gray’s proposition as 
a starting point and bring to the surface again the point that I was 
making. I think we have atwofold problem here. The one which we 
are discussing, the competitive pressures, the problem of market 
power, the problem of structure from the power side, I would like 
again to underscore the other aspect as well, namely, the lack of 
power, the lack of influence, the inadequacy of resources, the inade- 
quacy of leadership in parts of our economy which necessarily results 
in a lagging rate of growth or an absence of growth. 

I am hoping, therefore, that the committee, in examining this prob- 
lem of structure, looks at it from both ends. The issue of the day, 
which I also like to dramatize and discuss as I did in my paper, is the 

roblem of the frustration which large economic corporations and 
usiness power has created, and this we have dwelt on. 

The other side as well, the fact that in many of our sectors of our 
economy productivity is not rising, the constituent members of the 
industry such as agriculture, textiles, and others, are unable to initiate 
through their own enterprise and through their own efforts an ade- 
quate stimulus to productivity, the chaos which is created in local 
government by the multiplicity of governmental units with the conse- 
— inefficiencies and rising costs of local government administra- 

ion. 

Both aspects of the structure of our economy, I hope, should be given 
the weight in the final report and recommendations of your commit- 
tee, because we don’t always see both of them projected into the public 
arena for discussion. 

Senator O’Manoney. I must apologize to this panel for not. being 
pooner today at the beginning of this session. I wasn’t able to be 

ere yesterday. Unfortunately we serve on so many separate com- 


mittees of Congress that it is never possible to attend all meetings 
to which one is summoned. 





362 ECONOMIC REPORT OF THE PRESIDENT 


I was at the Judiciary Committee this morning. But I think that 
the statements which I find here in the various papers, the statements 
which I find in the President’s Economic Report, have a great bearing 
upon this subject matter. 


I would like particularly to call to the attention of the members of 
this panel a few statements to be found on page 53 of the President's 
report ; under the heading, “Competition,” the report reads as follows; 


The vitality of our eecomomic system depends in large part on vigorous compe- 
tition which would be enhanced by certain improvements in-our antitrust laws, 
Congress is urged to act favorably on five proposals as follows: To authorize 
Federal regulation of the merger of banking institutions accomplished through 
the acquisition of assets; to require notification to the antitrust agencies when 
firms of significant size that are engaged in interstate commerce propose to 
merge; to grant the Attorney General power to issue civil investigative demands 
under which the necessary facts may be elicited when civil procedures are 
contemplated in antitrust cases; to make cease-and-desist orders issued by the 
Federal Trade Commission for violations of the Clayton Act final, unless ap- 
pealed in the courts; and to authorize the Federal Trade Commission to seek 
preliminary injunctions in merger cases where a violation of law is likely. 


And on page 55 I find this paragraph: 


Certain legislative improvements are required in programs that lie within 
Federal jurisdiction. Proposals will be made to the Congress to extend the 
coverage of the Fair Labor Standards Act. Favorable consideration is again 
requested for legislation to revise the ambiguous and outmoded provisions of 
the 8-hour laws applying to Federal and federally assisted construction projects 
and to carry out the principle of equal pay for equal work without discrimina- 
tion based on sex. 


Now, these recommendations contained in the President’s report 


deal with mergers both of the banks and of the businesses. It strikes 
me that the President’s report shows that the administration doesn’t 


believe that this question of the growth of the giant banking insti- 
tutions and the giant industrial organizations can be left to circum- 
stances in the market alone. The ae interest must be preserved. 


I note that one of the panelists, f, Alfred: E. Kahn, was unable 
to come here. I have had only a slight opportunity to glance over 
his paper. But I do note that he makes some interesting statements. 
Among them he recites, on page 4, with respect to the power of unions 
over wages: 


The law could of course be reframed so as to attack and dissolve the power 
of unions over wages and the power of noncollusive oligopoly over prices. But 
I am frankly uncertain that either the efficacy or the need—in terms of inflation— 
can be demonstrated. If the problem of administered inflation does prove to 
be more serious than is now evident, it might be more promising to take such 
steps as to prohibit price increases ‘in concentrated industries within, say, 
6 months of the negotiations of new wage agreements that raise wages, including 
fringe benefits, by more than say, 3 percent a year, than to take the antitrust 
route. 

I believe it is a mistake to try to impose on antitrust more than it is equipped 
to accomplish. 


That paragraph, it seems, opens a very interesting phase for analysis 
and discussion. 

I am rather inclined to believe that we cannot depend upon punish- 
ment under the antitrust laws to bring about the economic stability, 
the price stability, that we are ef ut. 

We must find a way, it seems, to define the powers of the organiza- 
tion that men create by their own authority or by the authority of the 
several States to exercise influence upon the national and inter- 
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national economy: I have often said that men are the creatures of 
God, but governments, corporations, trade associations, labor unions, 
and the like are all the creatures of men. 

We are living in an era in which because of our passion for the 
freedom of men to do what they please we have allowed men, with the 
help of some of the States that have no authority to regulate inter- 
state and foreign commerce, to create the man-made private organiza- 
tions that do the job which by the Constitution was granted to the 
Congress. é 

Mr. Barxrn. Senator, two of the other members of the panel, if 
not all three, have commented on the fact that there was a great gap 
in knowledge on market power and the relationship of antitrust. 

In my own paper I suggested and hoped that you would revive 
your proposal or bill for a system of Federal incorporation of large 
baatisanen which you sponsored in the early 1940s. 

I spelled this out in the paper. I hope that the evidence which is 
presented here and on other similar occasions indicating that the 
studies of the problem find that much information is not available and 
the fact that we in studying the problem at the practical level know 
that control or review or understanding is sometimes difficult because 
these corporations and big business organizations are chartered by the 
State andthe requisite information is frequently unavailable to the 


public, that some system such as you had proposed for Federal in- 
corporation be offered, debated, and adopted by the Congress. 

e large business aggregations control much of American eco- 
nomic life in the sense in which zn have already presented. And we 


are very uently and generally not adequately informed, both as 
to their conduct, their policies, and the results. It requires very 
searching analysis to obtain the information, and then only such data 
as the corporation itself is willing to release. 

Nevertheless, the operation of these corporations and their behavior 
have great public significance and power as these seers and your 
own hearings in the Senate Judiciary Committee have unfolded. 

It seems, therefore, most appropriate that one immediate need for 
resolving this endless controversy on the meaning of power is for the 
Federal Government to require Federal incorporation. With Federal 
incorporation will obviously come a requirement for submission of 
data about policies and results which would enlighten us more 
adequately. 

I also believe that the release of such information on policy and 
results would itself tend to have a constructive effect 3 uence 
upon the behavior of our present corporation. 

So I am here pitching awfully hard to get you to see if we can’t 
revive that very constructive proposal which you offered. 

_ Senator O’Manoney. I thank you very much, Mr. Barkin. That 
is music to my ears, of course. 

But in self-defense I ought to point out that when I filed the report 
of the Temporary National Economic Committee—that was in the 
spring of 1941—we were being dragged into World War II. The 
events that were taking place at that time were making us the arsenal 
of the nations that were resisting Hitler. And so it became ae 
sible, because of the war, for us to give any attention to the civilian 
economy, which sadly needed, as it does now, a revision by intelligent 
leaders in all phases. 
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Unfortunately, when I proposed Federal incorporation, which in- 
cluded labor unions, may I say, as well as trade associations,’ the 
suggestion was immediately attacked upon the theory that it was 
intended to give the Government control over economic activity. And, 
of course, a great hue and cry was raised. 

I never had any thought of giving the Government control. | 
don’t believe in managerial government. And nothing in my bill 
even suggested managerial government. 

The purpose was to establish standards to which organizations 
created by men would have to adhere in order to protect the public 
interest of the great people of the United States. 

So I have been hoping that the time would come when we could 
get leadership to begin to comprehend the necessity of adopting such 
a principle. 

Let it be remembered that no city in the United States can come 
into existence except by the approval of the State in which it, exists, 
It must comply with the charter laws for political organizations, 
No State can be admitted to the Union until it adopts a constitution 
which the Congress approves and then passes an act of admission, 

I see no reason why any great corporation should assume to itself 
the economic power to carry on business through every State in. the 
Union, and through foreign nations as well, without obtaining a 
charter from the Federal Crevespeients in the jurisdiction of which 
these corporations operate. 

For example, it was clearly revealed in the investigation of the 
Suez crisis that some of our great American corporations have hun- 
dreds of subsidiary corporations, many of which are chartered by 
foreign nations, as well as by the States of the Union, and none of these 
corporations has a charter issued by the Federal Government. 

And the Congress which has the duty under the Constitution of 
regulating interstate and foreign commerce in the public interest, 
exerts none of that power, while the corporations, through their 
multiple subsidiaries and affiliates, agreements one with another, have 
established an economic government which shapes our national affairs 
and our foreign affairs, too. 

I am glad whenever anybody raises this question. And I take 
advantage of it, as I have taken advantage of it today, merely for 
the purpose of making clear once again to this limited audience the 
principle that the sponsor of that legislation does not believe in 
Government control of the activities of individuals. 

_ But the Government: does have the constitutional duty to regulate 
the organizations created by men which affect this economy in an 
interstate and national economy. 

I thank you for your attention. You are sort of a captive audience. 

Mr. Barkin. Senator, may I ask whether it would be desirable from 
the point of view of the record to include an article to; which I had 
referred by Professor Ross, called “Do We Have a New Industrial 
Fuedalism”—this is a matter relating to one of the questions which 
was pointed out in the outline sent us, or on which one of the panelists 
commented. And this represents probably one of the—this represents 


a very current article, currently published, dealing with this problem: 
It sheds much new light.on it. 
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And if it is desirable, I will propose to you, Senator—— 
Senator O’Manoney. I think it is appropriate that that be made 
part of the record. 


Do WE Have « New INDUSTRIAL FEUDALISM? 
(By Arthur M. Ross*) 


There are fashions in problems as well as hats; and when any given problem 
is solved, an equal and opposite problem generally emerges. The matter of labor 
mobility is a good case in point. A generation ago, “wasteful and destructive 
turnover” was seen as a primary evil. Today, it is feared that workers have 
become badily immobilized. While “turnover” may still be an ugly word, “mobil- 
ity” has taken on a favorable connotation, something like “alkalinity”; and 
while “stabilization” is still a virtue, “immobilization” is a vice. 

It is said that seniority systems, health and welfare plans, and negotiated 
pensions have chained the worker to his job; that the adaptability and flexibility 
of the labor force are being sacrificed; and that a new industrial feudalism is 
being built. The crux of the problem, it is held, is that the worker can no longer 
afford to quit his job. 

Proponents of this view emphasize the recorded decline in quit rates since the 
Second World War. For example, Joseph Shister has observed that “at no 
time since 1929 has voluntary mobility been as high as, say, in the twenties of 
this century.” He concedes that the low turnover rates of the depression were 
understandable, but expresses surprise at the subsequent failure to regain the 
levels of the twenties. By way of explanation he states: 

“When we turn * * * to voluntary horizontal mobility (i.e., quits), we find 
the role of trade-unionism shifting from a negligible to a paramount influence. 
Seniority in promotions and layoffs has reduced the amount of voluntary mobil- 
ity for reasons which have been stressed again and again. * * * The negotiated 
pension plans in many units will serve as another obstacle to voluntary mobility 
by organized workers” (22, p. 44). 

Comments by Paul F. Brissenden, Ewan Clague, and Gladys L. Palmer are 
essentially to the same effect, and are interlaced with concern over the supposed 
immobilization of the work force (5, pp. 767-768) (7, pp. vii-ix) (15, pp. 114, 
116). 

If it were true that the worker can no longer afford to quit his job, grounds 
for concern should indeed be voiced. First, a serious issue is raised by the image 
of an employer who is too benevolent. The allembracing institution which 
takes care of every need cannot be made to fit our traditions of self-reliance 
and free association. Voluntary servitude can be as degrading as the invol- 
untary kind (13). Second, if quitting one’s job were so expensive as to be 
unthinkable, many desirable personal readjustments would be prevented. Some 
people should quit their jobs to find more congenial kinds of work, more agree- 
able supervisors and fellow workers, and better advancement opportunities. 
Third, a serious economic problem would indeed be created if manpower re- 
sources were to become inflexible and immobile. In our dynamic economy, a 
great deal of movement between occupations, between establishments in the 
Same industry, between industries and between geographical areas is required. 
The question of why workers decide to move is the subject of much research 
and debate (14, chs. 3, 5) (18, chs. 4, 5) (20) (19, pt. 1) and many other pub- 
lications, but this much can be said: Up to the present, the American labor 
force has been sufficiently fluid to fill the changing needs of employers. Recall, 


*The author is professor of industrial relations at the University of California, Berkeley. 
He is glad to acknowledge the very substantial help of Paul Hartman who devised the 
measures of work opportunity and made the variance analysis and who was of assistance 
particularly in connection with secs. I and II. The author also wishes to acknowledge 
valuable suggestions from Benjamin Aaron, Irving Bernstein, J. W. Garbarino, William 
Goldner, Margaret S. Gordon, G. H. Hildebrand, and Van Dusen Kennedy. 

1Compare Frank Tannenbaum’s exultant conclusions in his highly romantic treatment 
of trade unionism as a syndicalist ‘“‘counterrevolution”: “The mobility of labor has been 
— because the worker had no investment in the one in which he worked. * * * 

e industry will now assume responsibility for providing his family with medical care, 
maternity insurance, sickness, old-age and retirement pensions, vacations with pay, and 
innumerable other services. * * * What this really means is that the worker is changing 
a contract terminable at will to a contract terminable only at death” (24, pp. 181-182). 


Source: American Economic Review, December 1958, pp. 903-920. 
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for example, the vast occupational, industrial and geographical movements 
of personnel during the second world war, when wage rates could not be used 
to attract manpower because of economic controls. 

Therefore, it becomes important ‘to examine the propositions that our labor 
force is being immobilized by the attractions of seniority and negotiated 
benefits. The basic conclusion of this article is that the weight of evidence is 
strongly to the contrary. While some of the premises of the immobilization 
theory are valid, they do not add up to the stated conclusion. A long-term 
decline in the quit rate has occurred, but not for the stipulated reasons. Most 
employees who quit are too recently employed to have acquired substantia] 
seniority or pension credits; employees with more than a few years of service 
have always had low quit rates; and the decline in voluntary turnover has been 
concentrated among junior rather than senior employees. Seniority systems 
have served to stabilize workers by bridging over their trial-and-error period 
of employment rather than by tying them to their jobs. However, there are 
exceptions to any rule. Doubtless many individuals are influenced by pension 
rights, etc., when forced to make close decisions, but not so many as to alter the 
general picture of labor-market operation. 


I. VARIATIONS IN THE QUIT RATES, 1910-56 


Movements of quit rates in American industry are shown in the last column 
of table 1. (Other ratios in table 1 will be used as measures of work opportunity 
in charts 1 and 2 below. The sources and limitations of American labor turn- 
over statistics are discussed in app. A.) A preliminary reconnaissance of the 
quit rates reveals two overriding influences which produce a great deal of the 
variation. One is the business cycle; the other is the characteristic dislocation 
and readjustment of war and postwar years. The first accounts for the sha 
rise in 1913 and the decline in 1914-15; the sharp decline in 1921; the s 
low level of the 1930’s, with a slight recovery in 1936-37; the drop in 1949 and 
again in 1954. The second explains the extraordinarily high quit rates of 
1917-20 and 1942-47. Cyclical variations obviously reflect changes in the 
opportunity to shift from one employer to another. Wartime and postwar 
increases reflect both propensity and opportunity. The extra workers in the 
labor force are not well adjusted to employment and not strongly attached to 
any particular establishment, and of course in wartime disorganization of work 
groups, family situations, and personal lives is prevalent. The resulting pro 
pensity to move creates more opportunity of itself, above and beyond that result- 
ing from the tight labor market of wartime periods.” 


2 Quit rates did not rise very much in 1951-53, during the Korean war. This is explained 
by the fact that the Korean war involved very little strain on the economy or the labor 


force. For the same reasons, the price level advanced only about 15 percent despite the 
absence of effective price custrol. 
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TaBLE 1—Unemployment as percent of civilian labor force, manufacturing 


employment as percent of nonagricultural labor force, and average monthly 
quit rate in manufacturing, 1910-56 
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Sources: 1. Civilian labor force. 1910-18: Computed from 8S. Lebergott, ‘‘Annual Estimates of Un 
employment in the United States, 1900-1954”; ““The Measurement and Behavior of Unemployment,’’ 
National Bureau of Economie Research, New York 1957, pp. 215, 216. 1919-28: Estimates of employment 
from J. P. Herring, ‘Labor Force, Employment and Unemployment,” Seattle 1951, p. 216, plus unemploy- 
ment as estimated by Lebergott, oP cit. 1929-49: U.S. Burean of Labor Statistics, ‘Handbook of Labor 
Statistics, 1950,” p. 35. 1950-56: U.S. Department of Commerce, Bureau of the Census, “Annual Report 
on the Labor Force,” annual issues, 1950 through 1956. 

2. Unemployment. Lebergott, op. cit. 

3. Manufacturing employment... 1910-18: N.I.C.B. data from ‘Historical Statistics of the United States, 
1789-1945,’ Bureau of the Census, Washington 1949, p. 65. 1919-56: U.S. Bureau of Labor Statistics data; 
from “Historical Data,’’ in “Employment and Earnings,”’ June 1957, vol. 3, p. 1. 

4. Nonagricultural labor force. 1910-18: Computed from Lebergott’s figures; Lebergott, op. cit. 1919- 
56: U.S. Bureau of Labor Statistics nonagricultural employment figures (from ““Employment and Earn- 
ings,” op. cit.), plus Lebergott’s unemployment estimates. 

5. Quit rates. 1910-18: Computed from P. F. Brissenden and E. Frankel, “Mobility of Labor in Ameri- 
can Industry,” Missouri Labor Review, June 1920, vol. 10, p. 48. 1919-29: Computed from Missouri Labor 
Review, July 1929, vol. 29, PP. 64, 65, and February 1931, vol. 32, p. 105. 1930-48: Computed from U.S, 
Bureau of Labor Statistics, “Handbook of Labor Statistics, 1950,”” p. 40. 1949-56: Missouri Labor Review, 
April 1957, vol. 80, p. 517. 
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It follows that significant conclusions about long-term movements in the quit 
rate cannot be drawn until cyclical variations in work opportunity have been 
discounted. It also follows that significant comparisons cannot be made except 
between periods which are relatively similar in their economic context. It 
proves little, for example, to show that quit rates in the 1950’s have been higher 
than in the 1930’s or lower than in the 1940’s. 

With some initial observations in mind, we can now examine somewhat more 
systematically the relationship between opportunity to move and quit rates. 
Alternative measures of work opportunity are incorporated in charts 1 and 2. 
These are two approaches to the same problem, the second being more precise. 
Therefore, it should not be thought that 70 percent of the variation in quit rates 
is explained by chart 1, and another 85 percent by chart 2. 

In chart 1 the average monthly quit rate is plotted against the rate of un- 
ployment (the average number of unemployed as a percentage of the civilian 
labor force). Two measurements have been calculated. For 1910-56, the ex- 
plained variance is 39.8 percent. Turnover data since 1930 are more reliable 
than in the earlier years. The corresponding figures for the 1930-56 period is 
70.0 percent. In other words, 70 percent of variations in the quit rate during 
this period can be said to be associated with variations in the unemployment 
rate. 

The variance analysis measures deviations from a curvilinear regression line 
fitted to the original data. To facilitate computations, transformations to 
logarithms have been made, but all resulting relationships have been retrans- 
formed to original units. 

While the results of the variance analysis are of interest, further analysis 
is necessary to identify the longrun changes. As one would expect, the lowest 
unemployment ratios were encountered in wartime and immediate postwar years, 
and the highest in depression years. There were 21 years, however, in which 
unemployment ratios were more than 3 but less than 6 percent. We can 
discount the influence of work opportunity to a considerable extent by confining 
our analysis to these years. 

(1) At the top of the heap we find 5 early years: 1910-12, 1920, and 1923. 
The average quit rate for these years was 6.2 percent. 

(2) Slightly lower are 1942, 1946, 1947, and 1948, with an average quit rate 
of 3.8 percent. It is felt that quit rates in wartime and immediate postwar 
periods are affected by shortrun changes in the propensity as well as the op- 
portunity to move. Therefore, these years should probably be excluded from 
the comparison. 

(3) Now we encounter 5 years in the late 1920’s: 1924, 1925, 1927, 1928, and 
1929. The average quit rate was 2.3 percent. 

(4) Finally, 5 of the more recent years are found at the bottom: 1949, 1950, 
1954, 1955, and 1956. For these years the quit rate averaged 1.5 percent. 

Thus, it is necessary to go back to the 1920’s to find an interval which can 
rightly be compared with the period since 1948. Quit rates in this recent period 
(excluding the years of the Korean war) are indeed lower than in the middle 
and late 1920’s. The decline amounts to about eight-tenths of a percentage 
point, or one-third of the total. Certainly the change is substantial enough to 
be noted. But this reduction, over a 30-year span, is much smaller than the 
one which took place during the 1920’s. Then the contraction was as much 
as 3.9 percentage points, or almost two-thirds. 

Actually the measure of work opportunity used in chart 1 is very rough. If 
we use a more refined alternative approach, about 85 percent of the variations 
in the quit rate since 1930 can be explained. 

The difficulty with the ratio of unemployment is that it refers to the labor 
force as a whole, whereas the available quit rate data refer to manufacturing 
workers. There are strong reasons to believe that the manufacturing worker’s 
opportunity to change his job is more closely related to employment conditions 
in manufacturing than to those in the total economy. 

It makes a real difference if the measurement of work opportunity is limited 
to the manufacturing sector or extended throughout the entire economy. Move- 
ments of manufacturing employment and total employment have not been the 
Same. During the 1950’s, for example, manufacturing employment has been 
relatively constant whereas total employment has risen sharply. The same was 
true in the 1920’s. (See table 1.) 
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It is believed that the ratio between manufacturing employment and the 
nonagricultural labor force represents the most satisfactory measure of the 
factory worker’s opportunity to change jobs. In chart 2, quit rates have been 
plotted against this ratio. A semilogarithmic representation produces a linear 
relationship, but the variance analysis was made on the basis of the original 
data, using the same method employed in connection with chart 1. Here the 
explained variation is 71.3 percent for 1910-56, and 84.1 percent for 1930-56. 
Doubtless a more sophisticated form of statistical analysis would be desirable; 
but we have to do what we can with the available data. If it is conceded that 
quit rates are closely associated with opportunity to move, the purpose has been 
served. 

Again the changes over time can be identified by reference to grouping the 
individual years. There are 12 years in which manufacturing employment 
equaled 35 percent or more of the nonagricultural labor force. Quit rates were 
extremely high in all of these years, which included 1910-13, the two World 
Wars, 1919-20, and 1923. Next there are 12 years in which manufacturing 
employment was less than 29 percent of the nonagricultural labor force. Quit 
rates were generally low in these years, which included 1921 and 1930—40. 

There remains a middle group of 21 years, with ratios of more than 29 percent 
and less than 35 percent. This is not quite the same middle group as appeared 
in chart 1: for example, the years 1951-53 are now included, whereas 1910-12 
are excluded. Within this group a very significant comparison can be made 
between 1924-29 and 1949-56. This comparison is significant for several reasons. 
The intervals are of substantial length and generally comparable in economic 
circumstances. Relative work opportunity, as defined in chart 2, did not vary to 
any large extent. The more recent interval represents the period of negotiated 
economic security plans.* The average quit rate for 1924-29 was 2.6 percent. 
For 1949-56 it was 1.8 percent. Once more the difference is equal to eight- 
tenths of a percentage point, or about a third of the total. And once again the 
reduction is small as compared to that which took place during the 1920’s. 


Il. THE DECLINE IN THE QUIT RATE IN THE 1920'S 


Our findings thus far can be summarized briefly. (I) A large part of the fluc- 
tuation in quit rates is associated with variations in the opportunity to move.* 
Therefore, it is clear that even if collective bargaining provisions did affect the 
willingness to move, they would operate within a narrow compass. (2) A very 
substantial reduction in the quit rate occurred about the middle of the 1920’s. 
(3) There has also been a smaller decline during more recent years. It remains 
to discuss the probable causes of these long-term changes. 

Obviously the earlier phase cannot be explained by unionism, seniority, or 
negotiated fringe benefits. While doubtless there were many contributing causes, 
the critical sequence of occurrences was probably somewhat as follows: 

Until the 1920's, employers had made no particular attempts to conserve man- 
power. Under the liberal immigration policies of the day, conservation was un- 
necessary. During the First World War, however, employers had a foretaste 
of curtailment. Then the quota system began to take effect; and by the second 
half of the 1920’s average annual immigration was less than one-third of what it 
had been two decades earlier (34, p. 92). Meanwhile manpower needs were 
growing rapidly as industry expanded. The number of employees in manufac- 
turing industries rose from 5,675,000 in 1904 to 7,514,000 in 1914, and 9,475,000 
in 1923 (34, p. 783). There were similar increases in other activities. Thus, the 
demand for labor accelerated at the same time as an important source of supply 
was virtually eliminated. Furthermore, the occupational composition of the 
labor force was gradually shifting. The proportion of unskilled labor was de- 
clining; the proportion of skilled, semiskilled and white-collar workers was 
growing (8, p. 187). So long as the unskilled hand was replaceable, the em- 
ployer suffered no great loss when the employee quit. But when the trained 
employee resigned, a considerable investment had tobe duplicated. 

It was under these circumstanes that personnel administration emerged and 
flourished as a specialized and systematic technique of industrial management. 


21949 was the r in which the pattern-setting health and welfare and pension plans 
the ‘steel industry, af ike 


were adopted in ter a strike, pursuant to the recommendations of 
a Presidential ae board. 

* Diminished opportunity to move is not the only reason why quit rates are low in de- 
pression years. oung workers with low seniority, who account for most of the voluntarily 
mobility (see sec. III below), are likely to be involuntary unemployed during such years. 
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Surfeited as we are with human relations today, we find it difficult to compre- 
hend the shock of original discovery which employers experienced in learning 
that workers were human beings. For the first time, atention was turned to the 
influences affecting discipline, efficiency, morale, and worker adjustment in gen- 
eral. In otherwords, the employer decided to decasualize the whole employment 
relationship and to incorporate system into it. 

Currently it is fashionable to assume that the central purpose of personnel 
administration in the 1920’s was to keep the unions out. This is rewriting his- 
tory to a large extent. It is true that some of the sources of the personnel 
administration movement are to be found in the strike wave following the First 
World War. For example, the Jersey Standard program initiated by the 
Rockefellers grew out of the strike at the Bayonne refinery ; the McKenzie King 
program at Colorado Fuel & Iron resulted from the Ludlow massacre. But on 
the whole, in manufacturing industries.at least, the unions were so weak in the 
1920’s that no special efforts were needed to keep them out. The really urgent 
objectives were to obtain more production from the worker, improve the condi 
tion of discipline, and especially, reduce the prodigious rate of labor turnover, 
Exactly how this last objective was accomplished need not concern. us here. 
Like most purposes tenaciously pursued, it had the reward of success; and if the 
available statistics are deserving of any belief at all, the suecess was considerable, 

A further explanation is found in the stability of manufacturing employment 
during the late 1920’s.. Annual averages in table 1 show a narrow. fluctuation 
between a low of 9,523,000 and a high of 9,997,000 during the 1924-28 period. . As 
indicated above, published turnover statisties refer to manufacturing industries, 
When manufacturing employment expands, young people, geographical migrants, 
and unemployed workers are drawn in. These groups have high quit rates, 
When manufacturing employment levels off, the work force becomes stabilized, 
Average age and seniority increase. Older workers and senior workers (who 
tend to be the same individuals) are much less likely to quit. 


III. REDUCTION IN THE QUIT RATE IN RECENT YEARS 


In addition to the signal reduction in the quit rate achieved during the 1920's, 
there seems to have been a smaller reduction during more recent years. The 
employee’s desire to preserve his seniority status, retain his group insurance, 
and protect his pension credits is frequently invoked as the cause. It has become 
so costly to quit, we are told, that the worker is bound to his job by chains of 
benevolence. 

Actually it is not very likely that these negotiated benefits have had much effect 
on the quit rate. Most workers who quit their jobs are young in years and low 
in service. They do not have enough seniority to keep them from changing jobs; 
they have typically not reached an age where retirement is a real element in their 
thinking; and they have plenty of time to accumulate work credits after coming 
to rest. The older worker, on the other hand, is disinclined to change employ- 
ment for a good many reasons even in the absence of seniority and fringe bene- 
fits—particularly the difficulty of securing another job, the probable loss of 
economic status, and his settled way of life generally. 

The function of voluntary turnover has been admirably described by Lloyd G. 
Reynolds: 

Voluntary mobility is essentially a form of job shopping by workers, * * * 
Workers have great difficulty in judging the attractiveness of a job by talking 
it over in the company’s employment office. The only way to judge it accu- 
rately is to work on it a while. After a few weeks or months of work, one 
can tell whether thé job is worth keeping. This explains why quits are most 


5 The early textbooks and treatises in personnel management emphasized this goal. “The 
estimated economic loss due to turnover in the United States is placed in round numbers 
at $1% billion casey. * * * The cost of training of a new employee up to the point of 
efficiency varies from $25 per head to $1,000” (25, p. 61). 

“The cost of labor turnover is far greater than one would at first imagine: * * * In prac- 
tically every instance decreased turnover has been followed by increased production and 
lessened cost. One concern reduced its turnover from 150 percent to 33.5 percent, and 
its manufacturing cost was lowered by 10 percent and its production increased by 42 
percent” (2, PP. 69, 71). 

See also (3, pp. 12-13) (12, pp. 197, 208, 205). . 

- 1929, however, it was possible to state: “The trend of labor turnover has been 
distinctly downward during the last 10 years, to such an extent, indeed, that the subject is 
no longer considered as of primary importance’ (10, p. 300). 
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frequent during the first few months of service and diminish rapidly after 
that point (19, p. 22).° 


Innumerable labor mobility studies confirm this analysis. “So universally has 
mobility been found to decline with advancing age that this relationship may 
pe regarded as conclusively established” (18, p. 102). The inverse correlation 
between age and mobility has been demonstrated in surveys of various Philadel- 
phia work groups in the 1920’s and 1930’s (16, p. 49) (11, p. 116) (17, p. 20), 
sample studies of employees with OASI wage credits in the 1940’s (1, pp. 70-71) 
(4, p. 33), and most recently in Eldridge and Wolkstein’s careful analysis of a 
sample of the entire labor force (9, p. 103). 

These studies certainly throw doubt on the proposition that the moderate 
decline in the quit rate during recent years can be explained by seniority 
clauses and negotiated fringe benefits. They are not conclusive on the point, 
however, for the rate of turnover among older workers, although relatively low, 
is still considerable. The matter becomes much clearer when turnover rates and 
quit rates are correlated with length of service. Here the inverse relationship 
is much more striking. Thus, in his study of New Haven manual workers, 
Reynolds found that 71 percent of “voluntary changers” had less than 3 years’ 
service in the establishment; 80 percent had less than 5 years; 94 percent had 
less than 10 years. (This was a predominantly nonunion group, incidentally.) 
Reynolds concluded that “the propensity to move declines sharply with increas- 
ing length of service; it is slight after 3 years and negligible after 10 years of 
work in the same plant” (19, p. 21). 

This condition has prevailed as far back as labor turnover statistics have been 
available. As early as 1913-14, Brissenden and Frankel found that 81.3 per- 
cent of all “separations” had been on the payroll less than a year, and 89.4 
percent less than 2 years. For 1917-18, the corresponding figures were 83.9 
percent and 91 percent (6, p. 51) (23, pp. 54-57) (26, pp. 39-41). Thus even the 
enormous labor turnover prior to 1920 was concentrated almost entirely among 
junior employees. The most recent demonstration is found in a series of labor 
market studies issued in 1956. These were conducted in seven metropolitan 
areas, by State agencies or local universities, and were coordinated by the U.S. 
Bureau of Employment Security. To a considerable extent, a common format 
and standardized survey and statistical methods were used. The data for Min- 
neapolis-St. Paul, Detroit, Philadelphia, and Worcester, are most comparable.’ 
Although quit rates are not tabulated by age and seniority, the total separa- 
tion rates are most instructive. The average monthly separation rate for all 
workers during the sampling period varied between 1.6 percent in Philadelphia 
and 3.9 percent in Minneapolis-St. Paul. Among junior employees with less 
than 1 year’s seniority, the rate varied between 7 percent in Philadelphia and 
11.8 percent in Worcester. For those with 1 to 4 years, it lay between 2 and 3 
percent in all cases. For employees with 5 to 9 years of service, the rate is less 
than 1 percent per month in each area; and after 10 years, it becomes very 
low. Keeping in mind that these are total separation rates, we can be sure 
that quit rates are negligible indeed for workers with any substantial seniority— 
(28) (29) (30). (31)—appendix or supplementary table 4(c) in each. 

It is true that firms with pension plans generally have lower separation and 
quit rates than firms without pension plans. One should be careful not to 
jump at conclusions, however. Firms which are likely to adopt pension plans 
are also likely to have lower separation rates for independent reasons. The 
recent Los Angeles labor market study, for example, shows that pension plans 
are associated with low turnover. But pension plans are also relatively more 
frequent in the larger firms and in nonseasonal industries (27, p. 53). It is 
well established that large firms tend to have low turnover rates, probably be- 
cause of abundant opportunities for promotion and transfer; and the same is 
true of nonseasonal industries, almost by definition. In the Minneapolis-St. 
Paul study, the higher quit rates among firms not having pension plans virtually 
disappear when size of firm is held constant. In the Philadelphia study, such 
firms do not have higher separation or quit rates. They do in Detroit, however, 
even when size of firm is held constant (29) (30) (31) appendix or supplemen- 


®* The present writer has shown that the discharge is another phase of the trial-and-error 
Process during the initial period of employment. Most discharged employees have low 
seniority status. See (21, bp. y . 

™The San Francisco report is generally on a par with the four named above, except that 
an error in calculation seems to have crept into some of the tables. 
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tary table 7(a) in each. Certainly it cannot be claimed that these studies are 
conclusive on the point. But at the least, they are sufficient to show the danger 
of spurious correlations between pension plans and turnover rates. 

The material analyzed thus far in this section shows that a very high propor 
tion of labor turnover is concentrated among youthful workers, and that prac 
tically all is concentrated among short-service employees. These facts render 
it most unlikely that the reduction in the quit rate can be explained by the at- 
tractiveness of seniority protection, group insurance, and industrial pensions, 

It is likely that several other causes are responsible for the moderate decline 
in the quit rate during recent years: 

1. The spread of unionism. In the preunion period, the most common method 
of expressing dissatisfaction was to quit. Nonunion workmen have been known 
to strike, and sabotage and slowdowns were available expedients; but generally 
if the employee became unhappy enough, he could move off elsewhere. Under 
unionism this individualistic method of exhibiting and relieving discontent has 
been replaced by concerted action, which can be invoked without quitting jobs, 
Furthermore, many of the most obnoxious features of factory life have been re 
moved ; and although discontent is the normal condition of mankind, the Ameri- 
ean factory worker’s grounds for discontent are more relative and technical than 
they were a generation ago. The appalling conditions which once drove men out 
of their jobs have largely disappeared. 

2. Aging of the labor force. “Aging” means that fewer employees are going 
through the experimental phase of their working lives. It results from the 
relatively small number of young people reaching working age, and reflects the 
low birthrates of the 1920’s and 1930’s. In 1940, 14.5 percent of the civilian labor 
force in the United States were between 20 and 24 years of age. As countless 
surveys have shown, this age group accounts for a very large part of all la 
turnover. By 1956, only 8.8 percent of the labor force were between 20 and 
Another relatively young age group (25 to 34 years) declined to a somewhat 
smaller extent, from 25.7 percent to 22.2 percent of the labor force. Over the 
same period, the proportion of “mature” workers in the civilian labor force (a 
comfortable euphemism designating those between 45 and 64) increased steadily, 
It stood at 27.2 percent in 1940 and 33.0 percent in 1956.° 

It is interesting to note that the proportion of young people in the labor force 
has in all probability about reached bottom. The large age generations of th 
1940’s will soon be ready for work. In due course of time they will be foll 
by the even larger generations of the 1950’s. (There were 2,155,000 live births in 
the United States in 1935, 2,360,000 in 1940, 2,735,000 in 1945, 3,554,000 in 1950 
and 4,168,000 in 1956 [34, p. 56].) These new workers will go through their own 
periods of trial and error, and eventually settle into their own grooves. If the 
present analysis is valid, it follows that quit rates in 1966 should be considerably 
higher than those prevalent today. 

It may well be, however, that most of the new workers will not find their way 
into the manufacturing industries where quit rates are measured. . (The reasons 
for this expectation are explained in the next paragraph.) Therefore it is quite 
possible that manufacturing industries will not participate fully in the “de 
aging’ of the labor force and the concurrent increase in the quit rate during the 

’s. 

3. Stability of manufacturing employment can be listed as a third reason why 
the quit rate among factory workers has recently declined, as well as explaining 
why it is less likely to increase. during the next decade. It will be remembered 
that manufacturing employment remained stable from 1924 through 1928; and 
this fact has been cited as one explanation for the declining quit rates in the 
second half of the 1920’s. During the present decade, the number of production 
workers in manufacturing has not increased: since, 1951... In contrast, employ- 
ment in various white-collar fields such as wholesale and retail trade, finance, 
insurance, government, etc., has moved up sharply [84, p, 202}. Since young 
persons entering the labor market gravitate toward expanding areas of activity, 
the new entrants have been attracted into nonmanufacturing industries to a 
disproportionate extent. Presumably labor turnover.rates have increased there, 
but unfortunately we have no measures. At the same time ee, have been de- 
pressed in manufacturing. 
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® Sources of civilian labor force statistics: (82, pp. 1-254) (88, p. 22). Statistics on the 
age of distribution of manufacturing employees would be the monet et nent, since turnover 
data are limited to manufacturing. ortunately such statistics are not available. 
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Corroboration is found in the fact that the manufacturing labor force has 
“aged” considerably faster than the total labor force. This was already evident 
by 1950, as table 2 shows. It is believed that the disparity is considerably greater 
at the present time. The proportion of employees in the mobile phase of working 
life has become even smaller than otherwise would have been the case. 


TABLE 2.—Median age of employed workers, United States, by industry and sea, 
1940 and 1950 


Sources: U.S, Department of Commerce, Bureau of the Census, 16th Census. of the United States: 
1940: Population”’; vol. III, ““The Labor Force”; pt. I, “U.S. Summary, Washington, 1943”, pp. 197, 109; 
and ‘“‘Census of Population: 1950,” vol. II, pp. 1-286, 287. 


4. Effect of seniority rules. Age and length of service are intimately related. 
While there are no statistics on the seniority status of employees in manufac- 
turing, undoubtedly the average factory worker has a greater length of service 
today than he did 10 or 15 years ago. And the quit rate almost drops out of 
sight for workers with more than 5 years of employment in a given establish- 
ment, Wholly aside from any effect on motivation, seniority rules have facili- 
tated the preservation of a stable work force in the manufacturing industries. 
Even the short-service employee is protected against replacement by a younger 
worker from the outside as long as he survives his probationary period and is 
not discharged for cause. (This factor is particularly important in industries 
where seasonal layoffs are important, such as the manufacture of automobiles 
and ladies’ garments.) ‘Thus he is kept on the payroll to the point where he 
reaches a decision to “stay put,” and his trial-and-error period can be said to 
have closed. Thereafter, the guarantee of being rehired after layoff and the 
protection against arbitrary discharge permit him to carry his decision into 
effect.” Although seniority rules have thus contributed indirectly to the mod- 
erate reduction of the quit rates in manufacturing during recent years, they 
have done so not by virtue of their attractiveness and not by tying men to their 
jobs, but rather by tiding them over the trial-and-error period. 

Of these various causes of the moderate decline in the quit rate in recent 
years, the spread of unionism is probably not reversible. The “aging” of labor 
force on the other hand is reversible and is scheduled to be reversed. The sta- 
bility of manufacturing employment as a “cause” does not have much social 
significance and would disappear if more extensive turnover data were available. 
The effect of seniority rules, finally, does not involve any diminished propensity 
to change jobs at a given level of seniority. 

Probably a complex of sociological factors should also be included as causes. 
People marry early, have children quickly, buy a tract house and imbed them- 
selves in the slough of installment debt. Then there is the prevailing mood of 
togetherness and the fear of disrupting the little ones by changing their schools. 

All in all, little evidence can be found for the proposition that labor resources 
have become immobilized and a new industrial feudalism has been created be- 
cause men can no longer afford to quit their jobs. 


APPENDIX A.—LABOR TURNOVER STATISTICS 


There are grave difficulties in using the available time seri¢s of turnover rates 
for comparative purposes. While the comparisons made in the foregoing article 
are considered valid, the reader is entitled to a description of the series. 
(Sources have already been cited at the bottom of table 1.) 
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For the period 1910-18, Brissenden and Frankel pieced together some large 
Government surveys with more fragmentary data to make a continuous series. 
The samples are very small except for 1913-14 and 1917-18, Aside from thége 
2 years, the industrial composition is not known, except that it included not 
only manufacturing but also nonmanufacturing industries, as well as certain 
activities excluded from later studies as being too seasonal. The employment 
base used to calculate turnover rates did not consist of actual employees, 
“Equivalent full-year workers” of 3,000 man-hours were used for this purpose. 
The aggregated rates are arithmetic means weighted by “equivalent full year” 
employment. 

Data for 1919-29 were gathered by the Metropolitan Life Insurance (Co, 
Again the inadequacy of the sample is evident, especially for the 1919-26 period 
when fewer than 160 firms of uncertain industrial and geographical composition 
were included. This time the employment basis is the average number of 
workers on the payroll, and the aggregated rates are unweighted medians. 

In 1930 the Bureau of Labor Statistics inaugurated the current series of turn- 
over statistics. The sample of firms is much larger and undoubtedly more repre- 
sentative than those used in the earlier series. As in the original 1910-18 studies, 
aggregate rates are weighted averages. Actual employment on the survey date 
is used for the computation of rates. 

The most critical comparison, as we have noted, is between the quit rates in 
the late 1920’s and those in the 1950’s. Unfortunately the Metropolitan Life In- 
surance rates and the BLS rates are only roughly comparable at best. We have 
no information as to the industries and plants represented in the Metropolitan 
surveys. Use of average monthly employment. to calculate percentages, rather 
than actual employment on the survey date, probably did not introduce any 
systematic bias. Median rates, used in the 1919-29 series, will certainly be dif- 
ferent from the weighted averages used since 1930. If, as is likely, the larger 
firms have lower turnover rates, medians will run higher than weighted 
averages. 

Despite these difficulties, it is believed that the statistics are good enough for 
the present purposes. There are several reasons for this belief. First, a pri- 
mary objective of this article has been to cast doubts on certain affirmative 
propositions. These propositions have been made without careful study of the 
available statistics and certainly without access to any better ones. Second, 
precision is not of crucial importance. General tendencies and relationships 
are more significant than exact quantities. Third, although-.a good part of the 
statistical showing can properly be questioned on grounds of sampling error, ete., 
there are so many indications pointing in the same direction as to suggest that 
the argument is probably valid. 
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Senator O’Manoney. The bells indicate that there is not a quorum 
on the Senate floor. So, I have to leave my position at the moment. 

The next meeting will be held tomorrow at 10: 30 a.m., in this room. 

Judge Victor R. Hansen, Assistant Attorney General, in charge of 
the Antitrust Division ‘will appear to discuss antitrust policy and 
oy loyment Act objectives. — 

e committee will stand in recess until tomorrow at 10: 30. 

(Me Horace M. Gray subsequently submitted the following for the 

record :) 


SUPPLEMENTAL STATEMENT BY HORACE M. GRAY 


At the hearing before the Joint Committee on February 3, 1959, certain 
questions were raised, either in the papers or in the course of the discussion, 
on which I would like to comment further in order to clarify my position: 


1. MONOPOLY AND ECONOMIC GROWTH 


There is a disposition in some quarters to assume, and I.thought I detected 
overtones of this view in the panel discussion, that as a Nation we are de- 
pendent. om large business corporations for future economic growth. It is these 
large concentrates of wealth and power, so the assumption holds, which will 
provide the dynamics of growth necessary for a sustained acceleration of in- 
vestment, scientific research, technological development, employment, output, 
and purchasing power. 

This roseate expectation, in my judgment, is certain to prove illusory: As 
I pointed out in my introductory statement, concentrated economic power, where 
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the degree of concentration is sufficient to permit market control, will by its 
nature, motivation and interest practice restriction. Such restriction will 
retard economic growth and breed industrial stagnation. This generalization 
does not imply the complete absence of growth in all sectors of the 

or a total cessation of new investment and technological improvement. It does 
affirm, however, that in an economy dominated by private power groups the 
overall rate of economic growth will be very considerably less than would he 
the case under a general state of free competition. 

Furthermore, and this is an important point frequently obscured by the ag. 
gregative approach, such growth as does occur under the aegis of private mo 
nopoly will be distorted, unbalanced and misdirected. The net result is waste 
of resources, inefficiency, social tensions, and disparities of such magnitude 
and adverse consequences as largely to nullify the beneficial effects of the 
limited growth in the monopolistic sectors of the economy. In short, many 
socially harmful things will be done while many socially desirable things will 
be left undone. The reason for this misdirected effort is that monopoly, being 
subject neither to the restraints of competition nor the direction of Govern. 
ment, will do only those things that enhance its power, profit or security, 
Social welfare and balanced economic progress are not within, its purview or 
responsibility. 

If, then, we want the maximum rate of overall economic growth. of which 
we are capable and if we want this growth to create a balanced, free economy 
which maximizes welfare for all the people we must reject the counsel of those 
who say it can be done through concentrated private market power. That road 
leads to ultimate stagnation, rigidity and loss of economic freedom. 4 


2. MONOPOLY AND GOVERNMENT 


Much of the curent discusion of monopoly problems seems to proceed from 
the premise that private monopoly operates in a sort of social vacuum ; that men 
create and maintain by purely private action, and without benefit of Govern- 
ment, the great concentrates of economic power which dominate our basic in- 
dustries.. Government, according to this view, is purely external force which 
appears on the scene only after monopoly has become an established fact and 
endeavors through antiturst procedure to restrain the exercise of monopo 
power, or to break asunder what private men have put together. 

It cannot be emphasized too strongly that this view is historically and factua 
wrong. The concept of private monopoly has long been obsolete in major Am 
ean industries; it persists only as a vestigial remnant in the backwashes of our 
economy—in the unorganized sectors where men still seek by private conspiracy 
and collusion to suppress competition. In the basic industries, however, mon- 
opoly has become public monopoly; it exists by virtue of public toleration and 
support, not by private action alone; Government is no longer an external 
factor but rather an active, affirmative force without whose positive assistance 
monopoly on the present scale could not exist. In my introductory statement, 
and in the opening statements of Professor Kahn and Mr. Massell, there are 
listed numerous policies and actions of Government which, whether or not so 
intended, actually aid and abet the creation and maintenance of monopoly. It 
is toward these policies that the critical attention of the committee should be 
directed; here is the area where remedial action by the Congress is urgently 


needed. 

It is futile to bewail the inadequacy of antitrust policy, or to dismiss it out 
of hand as weak, limited, and ineffective. It is dangerous folly to conclude that, 
since antitrust policy is a failure, nothing can be done, that monopoly is inevit- 
able, and that we must bear the cross as best we can, hoping for some miracle 
of “corporate conscience” to save us from monopolistic aggression. A candid 
institutional appraisal of the sources and foundations of monopoly power will 
disclose that Government_is primarily responsible. Further study of govern- 
mental policies which promote and perpetuate monopoly will reveal how re 
versal or monification of these policies would reduce the impact of monopoly 
and make our economy more competitive. Antitrust’ policy is bound’ to fail 
if it stands alone as the only bulwark against monopoly while Government, if 
other directions and by the-use of other sovereign powers, is actively promotifig 
monopoly and destroying competition. The point here is- that all governmental 
policies, including antitrust, should be fully integrated and’ directed toward oa 
common objective of eliminating monopoly and promoting free comp a 
this were done with vigor, courage, and imagination then antitrust policy would 
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be a valuable and effective weapon in our antimonopoly arsenal. Within a total 
institutional context favorable to competition antitrust procedure could deal 
effectively with private aberrations from competitive organization and practice. 


fife 


8. MONOPOLY AND INFLATION 


Monopoly is not a direct, or original, cause of inflation but, given an inflation- 
ary situation, it exaggerates and accelerates the rise of prices, and renders the 
stoppage of inflation more difficult than would otherwise be the case. 

Government must bear the original, primary responsibility for the creation of 
an inflationary situation. The postwar imbalance between money purchasing 
power and goods stems directly from unsound governmental policies, specifically : 
Excessive expansion of the money supply, excessive increases in mortgage and 
eonsumer credit, overinvestment, deficit financing, monetization of the national 
debt, hoarding and stockpiling, exclusion of foreign goods, contrived scarcity, 
price fixing, subsidies, foreign aid giveaways, and wasteful military procure 
ment. It was these shortsighted and unsound policies which created the infla- 
tionary situation—the imbalance between goods and money purchasing power— 
the so-called excess money demand which pushed up prices generally. 

Monopolists, operating in this inflationary context, merely exploited it to their 
own advantage. They were strategically situated to do so because of their 
decisive control over output and markets. By restricting production they made 
the relative scarcity of goods more pronounced and the pressure of excess money 
demand more severe; by raising prices to meet this’ excess money demand, not 
only present but anticipated, they were able to increase profit margins and earn 
abnormal profits. Thus, normal monopoly profits, which they would have earned 
under stable prices, were greatly increased by the adventitious circumstance of 
inflation. There can be no doubt that their output-restricting, price-raising, 
profit-maximizing activities have led to sharp price increases in the monopolized 
sectors of the economy. These increases, in turn, have forced up prices in the 
more competitive sectors beyonds the level that would have obtained in the 
absence of monopoly pricing. 

While it is incorrect, then, to say that monopoly causes inflation, it is valid 
to say that monopoly, operating in an inflationary situation, compounds the evil 
by making inflation more rapid, more extreme, and more onerous than otherwise 
would be the case. Moreover, the presence of ‘monopoly in the basic industries 
renders the stoppage of inflation and the transition to a stable price regime 
extremely difficult. Strict control of production, markets, and prices enables 
monopoly to curtail output, and to maintain prices and profit margins in the 
face of stabilized or falling money demand. ‘The burden of making the neces- 
sary adjustments in prices and returns falls with compounded severity on 
workers, farmers, small businessmen, competitive producers, and the social 
services, and on taxpayers who must provide funds for relief of the distressed. 
Where monopoly will not make price and profit adjustments, and Government 
will not or cannet compel it to do so, the burden of effecting the transition from 
inflationary to stable conditions falls with double severity on the community. 

Realization of this certainty leads many, who despair of eliminating the evil 
of monopoly, to advocate perpetual inflation as the only practicable way to 
insure full employment in a highly monopolistic society—the only way to keep 
such a system going. This is a counsel of desperation. We cannot hope to cure 
one social evil (monopoly) by introducing another poison (inflation) into the 
body politic. Neither can we checkmate or outflank monopoly by continuous 
inflation; monopoly by virtue of its strategic power can always turn inflation 
to its own advantage. The alternative to monopoly is not inflation but compe 
tition. As indicated above there are many ways to attack and destroy monopoly 
power. We should exploit each of these to the fullest extent possible and forgo 
om temptation to seek an easy, but ultimately disastrous, solution by means of 

ation. 

In this connection a brief observation on the current view that organized labor 
causes inflation appears in order. This is economic nonsense; labor has no 
inherent, or original, power to raise prices generally. As indicated above, Gov- 
ernment is responsible for creating the inflationary situation ; it is also responsi- 
ble for tolerating and promoting monopoly, which exploits the inflationary po- 
tential for its own advantage. Confronted with these twin evils—inflation and 
monopoly—what can organized labor do? Clearly, it cannot by its own power 
eradicate either; nor can it raise wages sufficiently to offset the combined ad- 
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verse impact of. both. The best labor can do, under sueh circumstances, is fo 
struggle to keep up with rising prices. Only the strongest and most strategically 
placed unions can hope to keep pace; weak unions or unions in compétitive in- 
dustries, and all unorganized workers, find the struggle hopeless. Even the 
strongest unions cannot hope to succeed in the long run for ultimately inflation 
and monopoly together will wreck ‘the economy and in this collapse all labor wil] 
suffer. 

If any blame attaches to organized labor in this connection, it is the normal 
human frailty of pursuing illusions—specifically of believing that it can do busi- 
ness successfully with inflation and monopoly, that it can beat the game by rais- 
ing wages pari passu with rising prices. Thus, while organized labor is not 
guilty of the original sin of causing inflation it must share, with the American 
people generally, the blame for tolerating governmental policies that promote 
both inflation and monopoly. It is high time that organized labor should bring 
to bear the full weight of its influence against both these social evils. 


4. INCREASED GOVERNMENTAL CONTROL 


During the panel discussion the idea was advanced that since concentrated 
private power is likely to be a permanent feature of our system Government 
should assume general responsibility for the control and direction of the econ- 
omy in order to insure realization of the goals of the Employment Act. This 
view has certain attractions but is fraught with grave dangers. It may well 
be conceded that monopoly power is socially irresponsible and cannot safely be 
entrusted to make decisions affecting the economic welfare of the people. It 
does not follow, however, that our Federal Government, as presently constituted, 
would be capable of making and enforcing. wise and socially beneficient decisions 
against strongly entrenched and recalcitrant monopolies: Our experience over 
the past 75 years with railroad, public utility; antitrust, and other types of mo 
nopoly regulation is not reassuring on this point. .Such regulation has all too 
frequently proven to be incompetent, ineffective, or corrupt. The regulated in- 
dustries have successfully opposed and frustrated regulation, or subordinated it 
to their own service. In view of this record one must be sanguine indeed to 
believe that Government regulation in the far more difficult and complex basic 
industries can succeed against the opposition of powerful monopoly interests, 
The more likely probability is that such regulation will either succumb to the 
monopolists or, to escape this dilemma, will be compelled to move on to public 
ownership. 

Since public regulation inspires little confidence and since the country is obvi- 
ously not prepared for publie ownership in the industrial field, and since it is 
technically possible to reduce monopoly power and to promote more active and 
viable competition, this latter course would appear best for the calculable future. 
A combination of free competition in the industrial area and strong governmen- 
tal control over key factors, such as monetary, fiscal, investment, and social wel- 
fare policies, offers better prospects for success under present conditions than 
some generalized system of public control superimposed on a foundation of pri- 
vate monopoly. 


(Whereupon, at 12:30 p.m., the committee recessed, to reconvene 
at 10:30 a.m., Wednesday, February 4, 1959.) 
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ConGrEss OF THE UNITED STATES, 
Joint Economic CoMMITTEE, 
Washington, D.C. 

The committee met at 10:30 a.m., pursuant to recess, in room 457, 
Senate Office Building, Hon. Paul H. Douglas presiding. 

Present: Senators Douglas and O’Mahoney; Representatives Kil- 
burn and Widnall. 

Also present: Roderick H. Riley, executive director; John: W. 
Lehman, clerk. 

The Cuarrman. Mr. Hansen, we are very grateful that you could 
appear here this morning. 

Let ‘me apologize for the other members of the committee not be- 
ing present. We expect them to come in shortly but I do not think 
that we should delay you any longer. 

Again, let me say that we are‘glad for you to be here, to talk to 
you, and to discuss this general subject. 

Will you please go forward with your statement. 


STATEMENT OF VICTOR R. HANSEN, ASSISTANT ATTORNEY GEN- 
ERAL IN CHARGE OF THE ANTITRUST DIVISION, DEPARTMENT 
OF JUSTICE; ACCOMPANIED BY ROBERT BICKS, FIRST ASSISTANT 
TO VICTOR HANSEN 
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Mr. Hansen. I appear this morning in response to your chairman’s 
letter to the Attorney General, dated January 28, 1959. Attached 
to that letter was a list of four questions you wished me specifically 
to treat. 

First, what can antitrust contribute “to attainment of the objectives 
of the Employment Act of 1946” ? 

Second, as an outgrowth of that inquiry, “How would economic 
growth be promoted by” the “three recommendations to strengthen 
antitrust policy” contained in the President’s 1959 Economie Report? 

Finally, merging your third and fourth queries, what role should 
antitrust play vis-a-vis “inflationary price movements” ? 

1, Antitrust and the Employment Act of 1946: At the outset, I 
emphasize the community of interest which I share with this commit- 
tee in the achievement of the fundamental objectives of the Employ- 
ment. Act of 1946. The act specifically states that maximum 
production is to be promoted in a manner calculated to foster free 
competitive enterprise. 
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The two, indeed, in our system are closely related. The more ef- 
fectively free competitive enterprise functions, the greater the oppor- 
tunity for maximizing employment and the achievement of economic 
growth with relative price stability. : 

Antitrust enforcement programs are shaped by considerations of 
enforcement resources. Such limited resources must be devoted to 
striking down illegal restraints affecting those sectors of the economy 
which are most significant in terms of employment and production. 
To the extent that we are successful in such important economic sec- 
tors, we believe our contribution to the attainment of the objectives of 
the Employment Act of 1946 is both positive and direct. 

In sum, then, the Employment Act specifies free competitive enter- 
prise as an ‘hidiapeltisatie element of ‘that environment in which its 
goals are to be achieved. And, antitrust, to repeat, is a prime form 
of Government action seeking to insure that free competition flour- 
ishes. Accordingly, antitrust has a real role to play in the scheme 
of the Employment Act. c 

II. The Economic Report’s legislative recommendations for im- 
roving antitrust’s effectiveness: However, this role can and should 
bo stepped up. Five proposals for enhancing competition by im- 
roving our antitrust laws were transmitted to the Congress by the 
ocaidend in his Economic Report of January 1959. 

Three of these are of particular concern to me. One deals. with 
Federal regulation of the merger of banking institutions through 
the acquisition of assets. ith 

Second is the proposal to require that advance notification be given 
to the antitrust enforcement agencies by firms of significant. size 
that are engaged in interstate commerce when they propose to merge. 

Third is the proposal that the Attorney General be given the power 
to issue civil investigative demands under which the necessary facts 
may be elicited when civil procedures are contemplated in antitrust 
cases. 

These recommendations were first presented tothe 84th Con 
and were 4 eH presented to the 85th Congress Comprehensive hear- 
ings were held on these proposals and they have made some legisla- 
tive progress. It is our sincere hope that the 86th Congress will 
enact all three proposals into law. 

(a) Curbs on bank mergers: The need for reasonable curbs on 
bank mergers stems from present section 7’s failure to cover asset, 
as distinct from stock, acquisitions by banks. This section provides, 
as to stock acquisition, that it applies to all corporations “engaged in 
commerce.” 

Section 7’s asset acquisition portion, in sharp contrast, covers only 
corporations “subject. to the jurisdiction of the Federal Trade 
Commission.” 

Further, section 11 of the Clayton Act exempts banks from Federal 
Trade Commission jurisdiction by specifying “that authority to en- 
force compliance” with section 7 “is hereby vested * * * in the Fed- 
eral Reserve Board. where applicable to banks, banking associations, 
and trust companies.” On the basis of these provisions the Depart- 
ment of Justice, as well as most other authorities, has concluded tha 


asset acquisition by banks are not covered by section 7 as amended in 
1950. 
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As a result, section 7 is for practical pu useless to cope with a 
bank merger trend that the Chairman of the Board of Governors has 
indicated has been of considerable concern to the Federal Reserve 
Board and which the Comptroller of the Currency has also described 
as “fairly large.” 

As you are aware the Federal banking agencies have recommended 
amendment of the banking laws, dealing with bank mergers which 
would require prior approval of those agencies under standards which 
we consider are much less stringent than those of the Clayton Act, I 
will not go into the merits of the two proposals before this committee 
except to say that I favor an amendment of section 7 of the°Clayton 
Act. 

And such step should be taken soon. For the current decline in com- 
mercial bank competition bodes ill for our free enterprise system. 
Small newcomers to markets depend on banks, rather than equity 
markets, for financing.. As the number of banks diminishes via 
mergers, such newcomers, it follows, have fewer and fewer sources on 
which to rely. Thus, that flow of new concerns on which our free 
enterprise system depends for vitality may be curbed by increasing 
bank mergers. 

Now as to premerger notification: The second legislative proposal 
deals with premerger notification. Before mergers can be appraised, 
they must of course be discovered. Our experience has been that a 
good part of the time and effort of the staff is occupied with ferreting 
out, before they occur, those aon with potential anticompetitive 
effects. At best, these discovery techniques are cumbersome. 

The first step in the discovery procedure is to list and briefly review 
all mergers and acquisitions reported by such trade journals, financial 
newspapers, and manuals of investment, as the Wall Street Journal, 
the Commercial and Financial Chronicle and Standard Corporation 
Records. This initial investigation aims roughly to gage the economic 
effect of acquisitions, proposed or Sonaiinhibinell: Should this limited 
review indicate an acquisition may have adverse effects on competi- 
tion, a more comprehensive investigation is initiated. 

If it appears that the merger may have those anticompetitive effects 
section 7 proscribes, we then seek from the parties involved detailed in- 
eent concerning the merging companies and any affected in- 

ustry. ; 

In addition, the Department makes use of the data already in its 
files or data secured from other companies, Government agencies, and 
trade associations. 

Premerger notification should substantially ease the investigative 
burden. No longer would it be necessary to commit a larger number 
of attorneys to the merger surveillance function. More important, 
many mergers not presently publicized in advance of consummation 
would be brought to our attention. 

Not only will section 7’s enforcement burden be eased, but pre- 
merger notification will benefit the business community. Lawyers 
representing merging companies have at times stated that disruption 
of business plans is lessened by Department action before merger 
consummation. Even in cases where merging companies do not choose 
to utilize our clearance program, some nonetheless urge that if the 
Department is to peceeed at all, we sue before consummation. 
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Premerger notification, it seems clear, should systematize the proc- 
ess by which mergers are sifted and thus enable more prompt action 
if it is merited. 

Further, we believe evenhanded enforcement requires notification, 
With that requirement, no longer would the company that seeks 
advance approval watch its closemouthed rival consummate a merger; 
and thereafter rely on the natural indisposition of an enforcement 
agency or a court to attempt to unscramble the omelet. Thus mini- 
mized is the element of chance discovery in any decision to sue, 

Now as to civil investigative demand: The third legislative pro- 
posal we have labeled a “civil investigative demand.” This proposal 
would enable the Department of Justice to compel production of 
documents by corporations, partnerships, and associations, but not 
individuals, during the investigative or precomplaint stage of civil 
proceedings. 

The need for its prompt enactment seems clear. Under present 
law, the Department has no such power. Where criminal proceed- 
ings are contemplated, of course, grand jury process adequately 
enables production of both documentary and oral evidence. Where 
the Department proceeds with an eye to civil proceedings, however, 
experience shows the Antitrust Division is severely handicapped. 

Some potential defendants may voluntarily grant access to their 
records. Where voluntary disclosure is denied by business. concerns, 
the Government may be forced to resort to filing a complaint and then 
make use of discovery processes of the Federal rules to gather evi- 
dence. Effective enforcement, however, requires comprehensive in- 
yeetianinn before—rather than after—formal proceedings have been 


In precomplaint merger investigations, the civil investigative de- 
mand is particularly important for section 7 has no criminal sanction. 
Accordingly, we cannot resort to grand jury to secure documents from 
companies under investigation. So it is that.enactment of this civil 
investigative demand is vital to more effective antimerger work. 

Finally, worthy of possible con ional action may be amend- 
ment of section 8 of the Clayton Act. This section presently pro- 
hibits a person, within certain limitations, from concurrently serving 
on the board of directors of competing corporations. Confining the 
proscription of the statute to interlocking directorates closes the door 
only part way. 

An.obvious loophole exists when a person may lawfully be a director 
of one corporation, while at the same time be an officer of another 
with-which it competes. The proposed amendment to section 8 would 
bar persons from serving as officers of competitive corporations. In 
our continuing investigations.and studies under section 8, we have 
found this practice suticiontly common to suggest the need that the 
loophole be closed. 

Now as to the antitrust’s role vis-a-vis inflation: I turn next to a 
brief discussion.of the following statement taken from the Economic 
Report. of the President on which you asked. me to comment, quoting: 

Self-discipline and restraint are essential if agreements consistent with a 
reasonable stability of prices are to be reached within the framework of free 


competitive institutions on which we rely heavily for the improvement; of our 
material welfare. ; ; 
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Reading this statement in context, I gather that the President is 
referring to collective, bargaining agreements and is, in effect, urgin 
management and labor to exercise restraint in the negotiation of ona 
agreements in order to avoid inflationary results. This quotation, 
then, bears not at all on the question whether “our free competitive 
institutions are * * * functioning sufficiently well to create adequate 
market restraints.” 

Finally, I should like to comment on the role which I believe anti- 
trust enforcement can play in combatting inflation. This is a matter 
which has absorbed my interest since early last fall when the Attorney 
General was asked to serve on an informal Cabinet committee to study 
the problems of inflation. 

Specifically, we looked into two questions. First, could enforce- 
ment of the antitrust laws be used as an effective instrument.of public 
policy in combatting inflation? And, second, if enforcement could be 
so utilized, how could it best be anti-inflation oriented? We con- 
cluded that while antitrust law enforcement has very definite limita- 
tions as an anti-inflation instrument, there are areas in which enforce- 
ment if coordinated with a governmentwide anti-inflation program, 
can be made an éffective arm of that program. 

Antitrust’s limitations as an anti-inflation weapon stem from a 
number of factors. First is the insulation of significant. sectors of 
the economy from the jurisdiction of the Federal antitrust laws because 
of specific congressional exemption, or exemption through the court's 
interpretations of the antitrust statutes, 

Second, and of equal importance, is the limited resources available 
for antitrust enforcement, These resources are too meager to mount 
a broad gage enforcement program oriented toward the curbing of 
inflation in all sectors of the economy. 

Third, antimonopoly enforcement under section 2 of the Sherman 
Act, in view of the structural characteristics of contemporary markets, 
makes protracted litigation inescapable and short-term results doubt- 
ful. Thus, section 2 enforcement cannot be expected to produce im- 
mediate effects against inflation. 

Notwithstanding these limitations antitrust enforcement can and 
is being used to achieve prompt and effective short-term results in the 
easing of upward pressures on prices by attacking illegal restraints of 
trade which induce such inflationary effects. 

Enforcement of this character can be expeditiously prosecuted under 
criminal and civil procedures. Effective remedies can produce im- 
mediate results in the elimination of the illegal restraints. 

In this connection I should point out that the President has ap- 
pointed two committees to function in the area of price stability and 
economic growth. 

One, the Cabinet Committee on Price Stability for Economic 
Growth, headed by Vice President Richard M. Nixon, and the other, 
the Committee on Government Activities Affecting Prices and Costs 
headed by Dr. Raymond J. Saulnier. It is anticipated that both of 
these committees will make antitrust enforcement an effective arm of 
such programs as they may develop in the areas of their responsibility. 

And, finally, with respect to the inflationary pressures said to stem 
from the behavior of prices in the so-called administered price indus- 
tries, we believe that the most effective approach is through vigorous 
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enforcement of the antimerger provisions of oom Act, section 7, 
And such antimerger enforcement might well focus on the newly 
emerging industries. 

By this approach we hope to prevent in the incipient stage the de- 
velopment of industrial market structures which, if not inhibited by 
Government action, would ultimately expand the concentrated admin- 
istered price sectors of our economy. 

Effective section 7 enforcement today will, in our view, bring sup- 
ply, demand, and price into more normally competitive relationshi 
in such new and growing industries of tomorrow as chemicals, plas- 
tics, and electronics. By so doing we would avoid—a decade or so 
from now—that pattern of undue concentration which today plagues 
autos and steel. 

And in connection with administered price industries, I would like 
to mention that the Department successfully concluded its efforts to 
block the proposed merger of the Bethlehem Steel Corp. and the 
Youngstown Sheet & Tube Co. As you know, when the pro 
a was announced, we filed suit under section 7 of the Clayton 

ct. 

On November 20 Judge Weinfeld ruled that the merger would 
substantially lessen competition and tend to create a monopoly in many 
lines of commerce in many sections of the country. He relied upon, 
among other things, the substantial increase in the level of economic 
concentration in the steel industry that would result from the merger. 

In rejecting an affirmative defense that the merger would enable 
the companies to offer more competition to United States Steel, the 
court pointed out that other steel producers could with equal force 
argue that they should be paemittted to merge in order to afford more 
challenging competition to United States Steel and Bethlehem, and 
thus the already hi hly concentrated steel industry would head in the 
direction of “trio Hy: : 

Judge Weinfeld’s opinion was the first to be rendered after trial in a 
suit by the Government under Clayton Act, section 7, as amended in 
1950. We learned last week, with some regret that the defendants 
will not appeal the decision to the Supreme Court. 

Now I would like to describe briefly our antitrust enforcement pro- 
gram for the current year. 

First, we shall increasingly emphasize our merger work. Buildi 
on precedents of this past year, our merger program should expand, 
Proceedings under section 7 may well be an effective tool to prevent 
undue concentrations of economic power, As the Attorney General’s 
National Committee To Study the Antitrust Laws has stated, a prime 
goal of antitrust is to “assure * * * some limitation on economic 
power incompatible with the maintenance of competitive conditions.” 

To that end, section 7 may be uniquely suited. thus, section 7 may. 
enable the Antitrust Division to present to the courts essential prob- 
lems of industry structure in more manageable proportions than is 
true in section 2, Sherman Act, trials. If Thathlohen Younostown be 
a guide for trial of future antitrust issues, problems in concentrated 
industries may be presented to courts and decided in comparatively 
short periods of time. 

Second, we recently moved into new phases in several major investi- 
gations under the Shantiah Act. Some of these investigations had 
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their orp some time ago, We have long been planning means for 
moving decisively and effectively. ; 

This sort of investigation, I emphasize, is really the other side of 
the section 7 coin. By proceeding under section 7 in newly emerging 
industries, our aim is to prevent—or at least minimize—the sort o 
undue concentration that today characterizes certain industries. 

Third, apart from the essentially structural problems, we shall con- 
tinue our focus in those areas of the economy which most significantly 
influence the cost of living. Here our goal is to insure price flexibility 
and avoid rigged price rises. Thus, antitrust should make some con- 
tribution to the admnstration’s overall effort to control inflation and 
insure reasonable price stability. ; sur 

Finally, I touch briefly on our program in the so-called criminal 
area. Hess our antitrust ‘work is essentially an adjunct to the task 
of the Criminal Division of this Department. 

Here our effort will be to mesh into this Department’s overall pro- 
gram the antitrust laws’ unique weapons. Disclosure of details at 
this point would be premature. Therefore, I will simply note that 
in the year ahead we should expect our several major investigations 
touching on racketeering to reach fruition. 

In conclusion, let me reiterate that I am fully cognizant of the 
importance of the role that vigorous enforcement of the antitrust 
laws can and should play in the achievement of the objectives of 
the Employment Act of 1946. For this reason I believe we must 
strengthen our antitrust enforcement resources. In this regard, we 
have the pene of real added help in the present budget m 

The budget message requests a 10-percent increase of this Division’s 
appropriation. The additional funds will be utilized to expand not 
only the staff of attorneys, but also will put in motion a program of 
expansion of the economic staff over the next 3 years which, in accord- 
ance with the recent recommendations of two outstanding economic 
consultants, will increase the size of the economic staff. “This an- 
sion will permit the introduction of more effective economic analysis 
in antitrust enforcement and better direct enforcement. toward the 
objectives of the Employment Act of 1946, 

The Cuarrman, Thank you very much, 

Senator O'Mahoney, will you begin the discussion ? 

Senator O’Manoney, Judge Hansen, I am delighted to have, you 
here, I think the Department of Justice—under your leadership, the 
Antitrust Division has been making considerable progress. 

It is good to find the head of the Antitrust Division sponsoring the 
antimerger legislation which Members of Congress on Judiciary 
Committee have urged in the past. 

_There are some sectors of this matter I would like to develop a little 
bit, if possible. You say that the President has appointed two Cabi- 
net committees to struggle with inflation. 

Is the Department of Justice represented on either or both of these 
committees ¢ 

Mr. Hansen. I don’t know whether we will be or not, but cer- 
tainly I don’t conceive of either of the committees functioning without 
asking our participation or contribution, 

I don’t think we are specifically named .as a member of either of 
them, although we work closely with Dr. Saulnier. We have sat in 
on many of the sessions of his committee. 
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Senator O’Manoney. Your sentence which I find in your statement: 


(1) The Cabinet Committee on Price Stability for Economic Growth, headed by 
Vice President Richard M. Nixon and the other, the Committee on Government 
Activities Affecting Prices and Costs, headed by Dr. Raymond J. Saulnier. 

Do you know why two separate committees were set up? 

Mr. Hansen. No, sir; I do not. 

Senator O’Manoney. Do you know of any reason why the Presi- 
dent’s Council of Economic Advisers should not have taken this 
matter uP from the very beginning? 

Mr. Hansen. Well, as I mentioned a moment ago, I know that 
Dr. Saulnier has, and before him, Dr. Burns, have been going into 
this area and at each of the meetings the Antitrust Division was 
represented either by my predecessor or myself, or our first assistant, 
and we work very closely with them. 

Senator O’Manoney. Do you know whether or not there is any 
liaison between the two Cabinet committees? 

Mr. Hansen. I don’t think the one committee has actually started 
to function yet. 

Senator O’Manoney. Well, do you think there is any jurisdiction 
that the Council of Economic Advisers does not have under the law 
of Congress, that is, that the President can give to either one of these 
committees by his own action 

Mr. Hansen. Well, sir, I can’t answer that. _I haven’t thought 
that through. 

Senator Crab hsideené How about the staffs? Do you know whether 
each of these committees has been equipped with a staff yet or not? 

Mr. Hansen. I know that Dr. Saulnier has a staff. 

Senator O’Manoney. That is probably the same staff which worked 
on the preparation of the President’s Economic Report. 

Mr. Hansen. I assume it to be true. 

Senator O’Manonry. Do you know anything about Vice Presi- 
dent Nixon’s staff? 

Mr. Hansen. No, sir; I do not. 

Senator O’Manoney. It raised a question in one’s mind as to a 
Dr. Saulnier, and the Council of Economic Advisers have not ha 
some suggestions with respect to the inflation problem presented in 
the Economic Report. 

For example, that which was mentioned by this committee. The 
very moment that we are wee tate area in an attempt to make 
out comments, in order to bring about, if possible, a unified policy 
to prevent inflation and to make a better economic situation in the 
United States, we are advised that there are two other Cabinet Com- 
mittees that begin’ Ne Sram and the Attorney General has not 
been invited, as I understand. 

Mr. Hansen. Well, there has been work going on between the 
various departments of Government, including the Attorney Gen- 
eral and members of my staff on this very problem, not as an an- 
nounced public committee, but certainly we have been functioning 
on it. We have been giving a lot of thought to it. 

I know that I have had members of my staff and members of my 
Economic Section that have sat in with othar departments of Govern- 
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Senator O’Manonry. Has peng been developed as yet which 
does not appear in the Economic Report? 

Mr. Hansen. I cannot answer that, sir. I don’t know of any. 

Senator O’Manoney. I think possibly that members of your staff 
might have learned something in this. 

Mr. Hansen. Well, of course, that is the source of the information 
in my statement here. It is the information that has been worked out 
by my staff and myself as what we think might be a contribution in 
that direction. 

Senator O’Manonegy. Now, in your statement, you say: 

Effective section 7 enforcement today will, in our view, bring supply, demand, 
and price into more normally competitive relationship in such new and growing 
industries of tomorrow as chemicals, plastics, and electronics. By so doing 
we would avoid—a decade or so from now—that pattern of undue concentration 
which today plagues autos and steel. 

Now, I gather from that, in your mind there is no doubt that we do 
have undue concentration both in the field of automobiles and in the 
field of steel ? 

Mr. Hansen. That is correct, sir. 

Senator O’Manoney. Do you think that there is any better way, 
then, for the antitrust laws to handle these undue concentrations? I 
am looking for a solution, too. Asa matter of fact, for 20 years or 
more, I have been urging that there is one solution—if we could only 
get the leaders of Government and the leaders of industry to come 
toan agreement. And that, of course, is the judgment that all organ- 
izations, whether they be industrial organizations or labor union or- 
ganizations or trade associations, which are created by men, or 
organized under State charters, but which deal with interstate and 
foreign commerce, the field that is made the exclusive jurisdiction of 
the Federal Government should not be required to have Federal 
charters. ' 

Do you think there is a puaieeney of now getting some sort of a 
conference in that area now ? 

Mr. Hansen. Well, certainly I don’t think there is any problem in 
getting a conference. Just what results would stem from it, I would 
not fee! qualified to predict. ese 

Senator O’Manonry. You cannot predict, but do you think there is 
a growing understanding that in industry and in labor that the Fed- 
eral Government alone is the agency which can make effective attempts 
to solve this problem? 

Mr. Hansen. I doubt it, sir. I think there is certainly, in the State 
of New York and in the State of Texas, a stepped up interest in en- 
forcing antitrust laws, and I think there is a definite feeling that the 
States can play and should play a vital part in this overall problem. 

I noticed in New York recently, asitionlae! in the false advertisin 
field and in the general antitrust field, that there has been additiona 
appropriations given, and there has been certainly a stimulated 
interest. 


Now, I have tried for the agereniete 3 years that I have been here to 


maintain as close liaison as I can with those charged with antitrust 
problems in intrastate matters, and as a result of it, we worked very 
closely, I think, with Texas and with New York. 
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Senator O’Manoney. Well, your division recently filed a civil anti- 
trust complaint against the General Electric Co., and certain other 
defendants. Now, this case alleged that General Electric and West- 
inghouse and the Phillips Co. were conspiring to restrain foreign trade 
and commerce between the United States and Canada. 

What has been the progress in that suit ? 

Mr. Hansen. What has been the progress of it, sir? 

Senator O’Manonry. Yes, 

Mr. Hansen. Well, it was filed, and it is not yet completely at issue, 
Weare moving right ahead. 

You might be interested, Senator, that much of the information that 

ave rise to the filing of that case was discovered in our discovery and 
investigation of the RCA case which we disposed of recently, and we 
are moving right ahead with it, sir. 

Senator O’Manoney. Did it not develop in your investigation that 
in Canada there are subsidiaries of the American companies? 

Mr. Hansen. Well, there is no question about that. That, is true, 
They operate through their subsidiaries, both General Electric and 
Westinghouse, and they have for many years. 

Senator O’Manonery. What I was leading up to in these questions 
was the obvious fact that General Electric and Westinghouse, Ameri- 
can corporations, have created subsidiary corporations in Canada, and 
the Canadian Government is not at all happy that these proceedings 
have been filed. 

Mr. Hansen. It has been brought to my attention, sir. 

Senator O’Manoney. And obviously, these huge companies, char- 
tered by States and not by the Federal Government, are affecting the 
international relations of the United States. 

Do you not think that this in itself is a factor of such great impor- 
tance that the leadership in the executive branch and the legislative 
branch, and the ledership in industry, te 8 to be persuaded that the 
time has come to try to join together and work out an economic con- 
stitution that would prevent the development of these problems, these 
suits which sometimes take a very long while to settle? 

Mr. Hansen. It isa real problem, sir.’ There has been a lot. of study 
made on it. 

Now, it is not only the Westinghouse-General Electric case, but also 
Swiss watch cases, our oil cartel cases in which we have this problem, 
and it is a difficult one. 

_ Senator O’Manoney. Now, the Department of Justice is against the 
cartels, is it not? 

Mr, Hansen. There is no question about it, sir, 

Senator O’Manoney, There isno question about that at all? 

Mr. Hansen. There is no question. 

Senator O’Manoney. And yet, the cartels operate with American- 
chartered companies right in the middle of it. 

Mr. Hansen. That is right. 

Senator O’Manoney. And in Europe they operate, do they not? 

Mr. Hansen. I think that is trie and that makes our problem ex- 
tremely difficult. 

Senator O’Manonzy. I am hopeful that since the President has 
created two Cabinet committees and already has the Department. of 
Justice, then it might be possible for all three of these organizations 
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to cooperate with this committee—the Joint Economic Committee— 
which was appointed by virtue of the Employment Act of 1946 for the 
express purpose of working out these problems. 

Mr. Hansen. Well, I have no apprehension concerning cooperation. 
Iam sure there will be cooperation. I can certainly pledge cooperation 
as far as the Department of Justic is concerned, the Antitrust Division. 

Mr. O’Manoney. Thatsounds very encouraging to me. 

Mr. Chairman, there is a bill on the floor of the Senate. Perhaps 
while a quorum is being held, you might like to ask some questions. 

The Cuarmman. Mr, Kilburn. 

Representative Kitsurn. In your statement about the Economic 
Report’s leigslative recommendations for improving antitrust’s ef- 
fectiveness on page 2, would this affect.small banks? 

Mr. Hansen. No, sir; not. unless we get the other legislation. We 
have also asked for a legislation that would give jurisdiction to the 
Department of Justice in the mergers of banks where assets are 
acquired. We have jurisdiction now where stock is acquired. 

epresentative Kirpurn. Well, it would not affect the little country 
banks, would it? 

Mr. Hansen. No, sir, if both are little banks: 

Representative Kirsurn. There would not. be any antitrust action 
as long’as it was in the public interest, would it, provided that there 
was competition ? 

Mr. Hansen. I think that is right, unless in a section of the country 
there is a tendency toward a monopoly or a substantial reduction in 
competition. If any two banks, .or for that. matter any two. cor- 
porations, are going to merge, they certainly would have to themselves 
acquire the information that we want. before they could decide to 
merge. We do not think it is any burden. 

Representative Kinsurn, Of course, the present regulation seems to 
me is rather adequate on the small country banks that are merging 
into the: Federal Reserve. 

Mr. Hansen. I don’t think there is a real problem in the. small 
banks, sir. 

Representative Kizpurn. Now, one other question. 

What is the Department doing, if anything, to prevent monopolies 
in labor unions? 

Mr. Hansen. Well, the law exempts labor. unions’ in activities. con- 
cerning working conditions, wages, and. hours, and so forth. 

We have no jurisdiction.to prevent a monopoly in labor unions. 

We have a number of labor cases in antitrust... The minute that 
the union, for example, enters into a conspiracy with some segment of 
industry they are subject to the antitrust laws. We just recently re- 
ceived a consent decree in a case where the union and employer. had 
agreed that the cement “gun” could be used, only by union workers, or 
by groups that were union, and could not be used. by nonunion 
contractors. 

In that case, the consent’ decree eliminated. the restraint. 

There are other areas, and they |particularly are where labor unions 
conspire with employers or with other segments of industry,, but.as 
far as preventing» monopoly in unions, we have no jurisdiction. 

Representative Kaisurn. I should think another gage would be 
whether or not it is in the public. interest. 

363795926 
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Mr. Hansen. That is right. I think that is very true: 

Representative Kinpurn. Would you favor appropriate legislation 
to prevent industrywide collectivewide bargaining ‘ 

Mr. Hansen. I don’t feel qualified to answer that question: I-want 
to study it. You say collective bargaining. Are you asking me 
whether or not we think it is illegal? For example, the automobile 
industry, should they join together and collectively bargain with the 
unions—— 

Representative Kirsurn. Well, I would think that it might be 
against the public interest if the end result was a pricing arrangement 
with corporations involved. 

Mr. Hansen. Well, there are special exceptions in the Taft-Hartley 
Act. The unions are not subject to the antitrust laws except when 
there is a conspiracy with an outside group. 

Representative Kripurn. I do not know too much about it, but it 
seems to me that they should be under the law just the same as anyone 
else. 

Mr. Hansen. Of course, that is a problem for Con . 

Representative Kirpurn. I know it. That isall. Thank you. 

Senator Dovetas. Mr. Widnall. 

Representative WinaxL. No questions. 

Senator O’Manoney. Mr. Chairman, may I ask another question? 

Senator Dovatas. Yes. 

Senator O’Manoney. I overlooked this because I did not want to 
hold the floor altogether. 

I refer to your statement that there is undue concentration in auto- 
mobiles. Does the Department of Justice have any plan in mind now 
pi i a to the concentration in either of these fields, autos or 
steel ¢ 

Mr. Hansen. Yes, sir; I feel that it would be premature for me 
to discuss it. 

Senator O’Manoney. I see. Well, you can discuss perhaps the bill 
that was introduced on Monday in the Senate. Senator Kefauver in- 
troduced one and I introduced one. 

Mr. Hansen. That is on financing? 

Senator O’Manoney. To break up finance companies, to separate 
them from the big automobile companies. 

Mr. Hansen. I noticed immediately following that, that the rate 
of interest of GMAC went up a/halfa percent. 

‘Senator O’Manoney. Are you suggesting that we are causing infla- 
tion by introducing remedial fopisintion g 

Mr. Hansen. Well, I think that the effect of that increase would 
make it easier for the other finance companies to get the business, 
because one of the things that GMAC has been ‘able to do is get money 
cheaper than the others, and it has caused the other finance companies 
considerable problems. 

Senator O’Manoney. Of course, both of these bills will go to the 
Department of Justic for report and no doubt you will have to have 
conferences about the measures, and I will not try to anticipate your 
decision. 

I do hope that there will be an early report on the two measures. 

Now, one of these measures, the measure introduced by Senator 
Kefauver, not only deals with the separation of finance companies 
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in the motor manufacturing business, but also deals with the insurance 
that is carried on by these companies and it deals in a criminal way. 

The bill that I introduced is pny civil in its approach and has 
nothing to do with insurance, but it does include the field of the 
manufacturer of earth-moving machinery. 

My theory was that there can be undue concentration in the auto- 
mobile industry, such as has been described by leaders in the De- 

artment of Justice, and has reduced the number of competing firms 
rom 9 or 10 a few years ago to 3 big ones today. 

I think you, yourself, in one of your public statements, referred 
to that. 

The investigations which we have held in the past on General 
Motors seem to indicate that the financing company thereof, the 
General Motors Acceptance oe is Such a powerful weapon that it 
does drive competition out of the field or is a great aid to General 
Motors in spreading its control. 

eae has become, in fact, the largest industrial corporation in the 
world. 

If there is undue concentration, may I ask you whether you see any 
reason why we should not try to divest these companies from the 
financing field? 

Mr. Hasawe I would like very much, if you have no objection, to 


study your bill and make our report on it. 

To be perfectly frank with you, I can’t say that I disagree with 
what you have said. There may be other aspects of it that I do not 
presently think of. 

Senator O’Manoney. Well, the Department of Justice prevented 


the Bethlehem- Youngstown merger. 

Mr. Hansen. That is correct. 

Senator O’Manoney. Merely on the sole consideration that it was 
an effort to create a monopoly; that it would strengthen concentra- 
tion in the field of steel. You proceeded with that case and you 
proceeded successfully, as you say in your statement here. 

In principal, is there any difference between what the Department 
of Justice did ‘there»in'the Bethlehem-Youngstown case and what 
is suggested in the present bill? - 

Mr. Hansen. It depends on how far you go. There we had two 
steel companies merging. 

We are talking now about a situation of having an automobile 
manufacturer going into a field of banking or financing. 

Senator O'Matonen: Which is utterly separate and apart. 

Mr. Hansen. That is correct. 

Senator O’Manoney. From the manufacture of automobiles. 

Mr. Hansen. That is correct. There are some different problems. 

I agree with you, sir, that there is no question in my mind that 
GMAC is a great benefit to General Motors Corp. in stimulating its 
sales, and I am also convinced that. the benefit that General Motors 
derives from its finance company must be in the minds of Ford when 
they desired to go into the finance business. 

enator O’Manoney. I rather feel that Ford feels it is being driven 
the way of other automobile competitors unless it gets a finance com- 
pay of its own. 

r. Hansen. I think they have made that statement publicly, if I 
recall correctly. 
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Representative Kizpurn. Will the gentleman yield ? 

Senator O’Manoney. Yes. 

Representative Krpurn. Does your bill provide that GMAC shall 
be divested from General Motors Corp. ? 

Senator O’Manonry. Oh, yes. It would separate them all. It 
would make it illegal for a motor vehicle manufacturer to operate a 
financing institution. 

Representatitve Kirpurn. I am glad to hear that. 

Senator O’Manoney. What I was seeking to do was lay it on the 
public line so it would be realized by the leaders of the motor industry 
‘ that there does come a time when there can be too much concentration. 

Mr. Hansen. I remember your predecessor, Judge Barnes, was so 
concerned with this problem that he, in public interviews, published, 
suggested that the artment of Justice might think oF bringing 
suit against General Motors to cause the divesture of some of its 
divisions, for example, manufacturing different types of cars. 

At that time, when I was asked to comment on what he had said, I 
remarked that I thought it would be much better for the Department 
of Justice to move either in an antitrust case and sue for the divesture 
of GMAC. That wasa very confusing procedure that had taken place 
in previous years. 

Mr. Hansen. We are very carefully studying that problem, Senator, 
and I am convinced that all major finance companies other. than 
GMAC are going to be favorably inclined toward your bill. 

Senator O’Manoney. I was reading a little note here that was sent 
up to me, and it has to do with George Romney of American Motors 
Corp. 

Mr. Hansen. I read his statement. 

Senator O’Manoney. He has stated that. industrial concentration, 
and not inflation, is our biggest problem. The author of this question 
wants to know what I think of it. -I will turn it over to you and ask 
you what you think of it. 

Mr. Hansen. I read his statement, Senator. He wants to divest. or 
split up General Motors. He seems to feel that it is essential. 

Senator O’Manoney. Well, is there any question about the fact'that 
General Motors, Ford, and Chrysler now manufacture about 90 per- 
cent of all the automobiles? 

Mr. Hansen. Certainly, the overwhelming majority are manufac- 
tured by those three corporations. European cars are making some 
inroad and certainly Rambler has done pretty well. 

' Senator O’Manoney. That is the undue concentration. 

Mr. Hansen. Yes, sir. 

Senator O’Manoney. Thank you, Mr. Chairman. 

The Cuamman. Mr. Widnall. | 

Representative Winauu. Mr. Hansen, the question by Senator 
O’Mahoney made me think back to the aluminum industry and the 
fact that instead of one company we eventually had two other 
ea and Kaiser. Has the consumer actually benefited 

that ¢ 
ae. Hansen. I would certainly think so. I noticed the other day 
that Kaiser has risen to third position in aluminum production, which 
I think is certainly a healthy situation. 
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Representative Wipnatu. Is that an indication that the prices are 
better as far as the consumer is concerned? It seems to me that they 
all price at about the same level. 

r. Hansen. I would have to make a study of that, sir; I have not. 
I was very much interested in the fact that apparently entry into the 
aluminum industry is possible. 

Representative IDNALL. Well, with regard; to Senator 
O’Mahoney’s bill, GMAC has actually been financing a lower cost to 
the consumer than the other finance groups. 

Mr. Hansen. In addition to that, they are able to get money much 
cheaper than other finance companies can, which gives them a decided 
advantage over any other finance company, and obviously could make 
more money at a lesser rate of interest than the other finance com- 

anies. 
. Representative WipNatt. Actually, if this bill passes, the consumer 
is liable to pay a half percent more in order to finance his car. 

Mr. Hansen. I don’t feel qualified to answer that. I couldn’t pre- 
dict what the result would be. 

Normally, if it is equal competition, there ought to be a reasonable 

rice. 
R Representative Wipnatt, Well, I know we are always talking in 
Congress how the consumer is hurt by an increase in interest rate, 
and if this tends to increase interest rates to the consumer, I am in- 
terested. I want to keep it down, 

Mr. Hansen. I had in mind that very problem when Senator 
O’Mahoney asked me to express an opinion on the bill. 

Now, the mere fact that you are going to have to weigh the sales 
of prices paid for the automobile with the interest paid, and so forth, 
I Foe know. I can’t tell you how the consumer is going to come out 
on that. 

That, I would like to study. 

Representative Wmnatu. Thank you. 

The CuHarrman. I am just going to suggest that Senater 
O’Mahoney’s bill might decrease the price of the cars because it would 
result in greater competition among the manufacturers of cars. 

Mr. Hansen. Well, that is what I had inmind. You are going to 
have to balance it. 

The Cuatrrman. Mr. Hansen, I am very pleased that the Depart- 
ment of Justice has made the legislative recommendations that they 
have, and I understand you sent bills up to the Hill to carry out 
these recommendations. BAS 

Mr. Hansen. All except the one on the amendment of section 8 
which hasn’t gone up yet. 

The Cuarrman. It will be shortly introduced and I want to compli- 
ment the Department of Justice. This is something which Senator 
O’Mahoney, Sannter Kefauver, Congressman Celler and myself have 
been urging for many years, not always with ‘the full cooperation of 
the administration. In fact, I might say, very seldom with the coop- 
eration of the administration. 

We are very glad that your proposal has passed the Bureau of the 
nr eae therefore we presume comes with the endorsement of 
the ident. 

Mr. Hansen. We hope our increase in budget is accepted in the 
same fashion. 
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The Cuamman. May I ask this question: ,Do you think 10 percent 
is enough, a 10-percent increase ? 

Mr. Hansen. I think it is for this reason: Antitrust is a highly 
specialized field and I don’t-think we can absorb more than 10 percent 
in this year efficiently and effectively. : 

The Cuarrman. Now, the proposal in section 7 covering industrial 
mergers where you have the acquisition of assets as well as stocks has 
been urged by the Senator from Illinois many times in the past and 
has always met with the opposition of the Comptroller of the Cur- 
rency, as I remember, and the Federal Reserve Board. 

Now, does the fact that this comes from the Bureau of the Bud 
presumably with the endorsement of the administration, mean 
the objections of the Treasury have been eliminated ? 

Mr. Hansen. No, sir; the Budget has permitted both of us to pre- 
pare arguments. We have done it fora couple of years. 

The Cuamman. In other words, the split within. the administration 
continues about section 7 ? 

Mr. Hansen. And I assume it probably will. 

The CHarmman. May I say very strongly that I am on your side 
in this battle and I appreciate that you have sent it up. 

Now, we have had a large number of mergers and projected mergers 
in New York City. Would. it be probing too cnep yif I jaca 
whether these mergers had taken place in the form of an acquisition 
of assets rather than an acquisition of stock ? 

Mr. Hansen. Practically all of the bank mergers have been by 
acquisition of assets. 

We have an allied problem in some of the regulated industries too. 

El Paso Natural Gas Co. In that case they, decided to go by stock 
acquisition to avoid the Federal Power Commission, and then we 
jumped on them and now they are seeking Federal Power approval 
of a merger of assets. 

The Cuarrman. Have you had a chance to go into the proposed 
merger of the Guaranty Trust and the Morgan Bank? ; 

Mr. Hansen. We are making a study of it. 

The Cuarrman. Does that involve the acquisition of assets rather 
than the acquisition of stock? 

Mr. Hansen. It isn’t exactly clear, sir. We haven’t completed our 
study on it. 

The Cuarrman. If it were an acquisition of stock, you would have 
jurisdiction ? 

Mr. Hansen. Yes, sir. 

The Cuarrman. If it is pure acquisition of assets, you, at present, 
do not have jurisdiction ? 

Mr. Hansen. We do not have jurisdiction. Mr. Bicks just called 
my attention to the fact that we were talking about section 7. I don’t 
think we would be barred under section 2 of the Sherman Act. We 
might there, and that frankly is one thing we are looking into. 

he Cuatrman. Will you describe that? 

Mr. Hansen. That is the monopolization section of the Sherman 
Act, and the test under section 2 is much more difficult; the hurdle 
is much more difficult for the.Government. in. section 2 than .it is 
in section 7. 

The Cuarmman. In what way? 
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Mr, Hansun. Well, under section; 7, yow can,catch it:in incipiency 
for one, and second, if it. tends to.create,a monopoly, or substantially: 
reduces competition, it isan easier burden to meet, As a matter of 
fact, if you recall, the General Motors case was decided by the Supreme 
Court under section 7 rather than section 2. We had originally. pro- 
ceeded both ways. We felt it was a proper section 2 case. Yet, the 
Court simply decided it under section 7, which is an easier test. 

The Cuarrman. I am not sure this is a proper question, and if not, 
please do not answer it. Have you contemplated taking action against 
the proposed merger of Guaranty Trust and the Morgan Bank? 

Mr. Hansen. Yes, sir.. We have contemplated the possibility, and 
that is the reason for our study. 

Now, whether we will come up with enough to justify it or not, I 
can’t answer, 

The Cratrman. Is it your impression that the Federal Reserve 
Board has been very lax or been lax in the question of mergers? 

Mr. Hansen, No, sir; I think they look at it from a different view- 
point than we do. 

They put great weight, and I think justifiably so, on the fact that 
they must be conscious of the financial stability of it and even though 
it might cut down competition, they weigh more heavily on the fact 
that it makes for greater security and for a sounder financial stability. 

The Cuarrman. Well, if I might criticize an absent, body, I have 
found them singularly unresponsive to the argument that they should 
be concerned with the general affairs of banking monopolies as. well 
as our financial security, 

Mr. Hansen. That has been our difference of opinion. I too have 
urged that, but I can’t be critical for they will be giving due considera- 
tion to the soundness of the financial structure. 

The CHarrman. I have been disappointed. Now, the question of 
premerger notification, does that recommendation come to us with the 
endorsement of all Government agencies ? 

Mr. Hansen. Yes, sir. 

The CuHarrman. There is no opposition within the administration ? 

Mr. Hansen. None whatever, and I checked last Monday to be cer- 
tain that there hadn’t developed any, and there is no opposition to any 
of the matters that are presented here for amendment of the antitrust 
laws in this Economic Report. : 

The CHarrman. I want to congratulate you. 

Mr. Hansen. I want to modify that, except the one we have talked 
about on the banking situation. 

The Cuaimman. Yes. Goahead. 

Mr. Hansen. I said there is no opposition as presented here except 
this banking one. 

The Cuatrman, May I raise this question—I think we have all 
noticed for many years the way in which the directors and managers 
of huge industries which are either monopolies or oligopolies, will 
sit on the boards of banks.. We havevalso noticed the way in which the 
leading officials of banks and investment companies will sit on these 
boards of the huge industrial concerns, so that there is a mutual inter- 
dependent penetration. :I have wondered as to the degree the invest- 
ment markets.of the country actually protected the existing industrial 
giants because the investment bankers sit on the boards of the indus- 
trial giants and have influenced the degree to which respective indus- 
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tries could raise capital. Basically my suspicion has been that it has 
been very difficult for a new competitive enterprise to get the capital 
and cash, because financial institutions, as well as the huge oligopolies, 
and monopolies are so close together. 

Mr. Hansen. It would certainly be a temptation on the part of a 
director of a large lending institution to decline a loan to his'com: 
petitor. By that I mean the industrial corporation, and not a bank 
competitor. 

The Cuarrman. Do you think there should be some legislation on 
this or not? 4 

Mr. Hansen. I haven’t thought that through, sir. 

Senator O’Manoney., I think it is one. of the subjects that we must 
think through pretty promptly. 

I might say this, Mr. Chairman, that I fear that the greatest danger 
that this Government now faces, with its principle of freedom of 
economics for the people, which constitutes the reality of this Nation 
it does not come from the Soviet theory that concentrated manageri 
government directs, in an authoritarian way, the economy which is 
trying to crush the United States. 

Khrushchev has openly announced that his purpose, by 1970, is to 
be able to outproduce the United States.. Because they have an author- 
itarian, political, and economic government, they can concentrate, and 
they are concentrating. 

We have that testimony from Government sources in the United 
States. We have it from Allen Dulles, for example. 

Now, on the other hand, in the United States, as you have stated this 
aon there is undue concentration in at least two fields—autos and 
steel. 

Now, that means concentration of economic power in the hands of 
the few individuals who have made themselves in economic govern- 
ment. 

The Constitution of the United States has'made this Government 
a political and an economical Government, but we are losing our eco- 
nomic powers to the leaders of the concentrated industry, and ‘if we 
don’t overcome that by education of industrial leaders, and pretty soon, 
I fear that we will have’great difficulty in preventing the Communist 
economic war from being very disastrous to our Nation and: our 


eople. 
. The CuarrMan. If I may continue, on recommendation (c), I am 
not quite certain whether this boils down to giving the Attorney 
‘General power of subpena in an antitrust case or:not. 
Mr. Hansen. If you note, in my statement, I said this is not as to 
individuals. This.is as tocorporations. 
The Cuarmman. That isthe only extent ? | 
Mr. Hansen. It isn’t testimony—it is the production of documents 
and is related to a a duces tecum—the duces tecum part. 
The Cuarrman. Well, thank you very much, Mr. Hansen. 
Tomorrow, the witness will be Secretary of the Robert B. 
Anderson. In the afternoon we will have the critique of Mr: Ander- 
son’s recommendation. 
The committee will stand in recess until tomorrow at 10 o’clock. 
(Whereupon, at 11:40a.m., the committee recessed, to reconvene at 
10 a.m., Thursday, February 5, 1959.) . 
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THURSDAY, FEBRUARY 5, 1959 


ConGREss OF THE UNITED STATEs, 
Joint Economic CoMMITTEER, 

Washington, D.C. 

The committee met at 10:10 a.m., pursuant to recess, in room 457,, 
Senate Office Building, Hon. Paul i, Deiatee presiding. 

Present: Senators Douglas, O’Mahoney, Bu wad dhevites Repre- 
sentatives Patman, Bolling, Bogs , Reuss, and Kilburn. 

Also present: Roderick H. Riley, executive director; John W. 
Lehman, clerk. 

The Cuarman. The committee will be inorder. If you are ready, 
Mr. Secretary, you may proceed. 


STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
TREASURY; ACCOMPANIED BY W. T. HEFFELFINGER, FISCAL 
ASSISTANT SECRETARY; HENRY WALLICH, ASSISTANT TO THE: 
SECRETARY ; CHARLES J. GABLE, JR., ASSISTANT TO THE SECRE- 
TARY; AND ROBERT P. MAYO, CHIEF, DEBT ANALYSIS STAFF 


Secretary ANpmRsSON. I welcome the opportunity. to appear before 
your committee and to discuss the Government’s fiscal outlook and 
some of its implications for the Nation’s economy. 

First, I should like to discuss the budget for the fiscal year 1960. 
We estimate total receipts of $77.1 billion. Of this total, $40.7 bil- 
lion is expected to come from individual income taxes, and $214 
billion from corporation income taxes...The assumptions. for the 
calendar year 1959 underlying these figures are $374 billion for per- 
sonal income, and $47 billion for corporate profits. 

These income assumptions were arrived at after careful studies: 
and consultations utilizing all data and judgment available both 
inside and outside the Government... The increases they represent 
imply a continued vigorous recovery, but at a-slightly lesser rate 
than we experienced after the 1954 recession, 

Somewhat larger revenue gains, too, were attained in moving out 
of the recession of 1954, if we adjust the timing of corporate. tax 
payments for comparability, The personal, income henre of $374 

illion compares with a rate for December 1958 of $359 billion and 
the corporate profits assumption of $47 billion for 1959 compares 
with a rate for the fourth quarter of 1958 of $44 billion. 

I. present these estimates with the full realization that the revenue 
results for fiscal 1959 will turn out to be substantially less than we 
originally estimated. 
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I believe, however, that our assumptions for fiscal 1960 are sound 
and will turn out much closer to the mark. They are within the 
range of calculations made by private estimators, and I understand 
that similar figures have also been mentioned by some of the experts 
that_have testified before your committee. a 

Let us now leok at our present situation in a broader perspective, 
We are well along in the recovery from a recession which is now 
substantially contributing to the largest peacetime deficit in our his- 
tory—$12.9 billion at: present. estimates. \Of»this:deficit, about half 
will result from a shortfall in revenues. The remaining half is the 
result of increases in expenditures over original budgetary estimates, 

The drop in revenues in fiscal ‘1959 is the direct result of the reces- 
sion. The increases in expenditures reflects for the most part in- 
creases that came about automatically or through actions not pri- 
marily related to the recession. Among these.are the higher cost of 
the agricultural program because of larger crops, the Federal Goy- 
ernment pay increases, higher defense expenditures, and the pro 
subscription to the International Monetary Fund. Some $2 -billion 
of spending, chiefly FNMA mortgage purchases, the extension. of 
unemployment benefits, and direct: ho loans by the Veterans’ 
Administration, represent actions designed to combat. ‘the recession, 

What conclusions seem to follow from this experience? First, it 
seems to me that the economy has. once more demonstrated remark- 
able resilience and resistance to recession. ‘This is indicated by the 
fact. that. personal income declined -very little, and that the recovery 
set_in very quickly. I attribute this good performance. to the in- 
herent qualities of our economy, to the confidence and good sense 
maintained by our people, and to the automatic stabilizers that have 
become a part of the economy. 

Second, I am concerned with the size of the deficit that the reces- 
sion in large part produced and with its continuation in a period of 
growing prosperity. A deficit of this magnitude, unless quickly 
corrected, can produce serious inflationary pressures in the longer 
run, even though in the short run these pressures are held in check 
by excess plant capacity and other factors. The extended unemploy- 
ment benefits proved timely, but the economy turned around before 
several of the others could have their full budget effect. Meanwhile 
these expenditures will continue as we move closer to increased 
prosperity. ; 

Third, the decision by the administration and the Congress to avoid 
‘a major tax cut last spring has been justified by events. Had we re- 
sorted to a tax cut we would not have had this demonstration of the 
economy’s inherent recuperative powers. We would have helped de- 
velop a philosophy that tax relief was necessary to pull us out of the 
downturn. | 

Also, a tax cut would have increased our present deficit and our 
public debt, and with them the danger of inflationary pressures in 
the future. 

I fear, however, that. price pressures may eventually revive, if we 
do not finally close the budget gap.’ I sincerely believe that a nation 
as rich and productive as ours must, in times of prosperity, at least 

y its way. We can afford to do all that is necessary, and much that 
is desirable, and pay for it. But we should not reach for everything 
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at the same time.,. Even a rich country can get into trouble if it keeps 
spending beyond what it pays for.currently,. 

Some people seem to feel that to be for meeting current expenses 
from current revenues means to be “against” or “negative.” t ‘us 
not be misled. The fact of the matter is there is almost nothing which 
is more positive and more important to be for than fiscal soundness, 
This is an essential condition of our economic health, without which 
we can have neither adequate military security nor the adequate pro- 
vision of other needed governmental services. Meeting our expenses 
currently and all that that means in the way of fiscal soundness and 
a healthy economy is a highly positive objective which deserves the 
support of everyone. 

Growth requires capital formation, through saving and investment. 
As a consequence, we should meet our expenditures out of current 
revenues in prosperous times. A Federal deficit financed outside the 
banks tends to absorb resources that could otherwise go into private 
capital formation. A deficit, during prosperity, which is financed 
through the banks, in itself, of course, brings inflationary consequences. 

A current deficit and the fear of future deficits can keep people 
from saving because of possible loss of these savings to inflation. If 
we ever reach the point where people believe that to speculate is safe 
but to save is to gamble then we are indeed in trouble. 

If rising prices which will follow from continued deficits cut into 
saving habits, the result will be further to diminish the supply of 
capital for economic growth. We cannot indefinitely expect people 
to continue their saving if they expect prices to go on rising indefi- 
nitely. Our habits of saving, our financial institutions, our monetary 
system, must not be jeopardized. 

Our needs for capital will increase as our labor force begins to 
expand more rapidly in the early sixties. This expanding labor force, 
the result, of the high birth rate of the forties, will give a powerful 
impetus to the economy. But if job opportunities are to be found, 
with a rising degree of productivity, investment in plant and equip- 
ment will have to advance correspondingly. 

Finally, orderly finances in our country are a key to maintaining 
the strength of the free world, and our role in it. Our prestige in 
the world is not enhanced if we fail to practice what we preach. The 
world watches us very closely. On my trip to'and from New Delhi, 
for the annual meetings of the International Bank and Monetary 
Funds, I was impressed to discover how well informed foreign officials 
are about even the details of our budget. 

But more than prestige is at stake here. If we run continuing large 
deficits in prosperity and so almost inevitably drive up prices, we ma 
price ourselves out of world markets. Aside from the losses that this 
will mean to us, how are we to discharge our worldwide responsibili- 
ties if our international economic position weakens? 

Because we are for sustainable’and healthy growth, because we are 
for increasing job opportunities, because ‘we look to the long run and 
a possibly long period of world tension, we must be for the mainte- 
nance of orderly finances and a stable dollar. I believe that the time 
to face this issue is now. Americans have faith in theirmoney. That 
faith is justified. Confidence, if shaken, is hard to reectablishe: That 
- — we must keep our expenditures under control, and the budget in 

nd. 
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Your committee has asked me to deal with certain questions. [ 
would now like to turn to the first three of these. With your permis- 
sion, I shall then ask Mr. Charles Gable, who assists. Under Secre- 
tary Baird and myself in debt management matters to discuss with 
you the fourth question, relating to the management of the public debt. 

Question 1: “What would you regard as the proper division of labor 
butween tax policy and monetary policy as instruments of economic 
stabilization Some the coming year?” 

Answer: The first consideration of tax policy is, of course, to keep 
intact the system by which the U.S. Government raises its revenues to 
finance the Government service that the Nation requires, : 

Tax policy and monetary policy should continue to work closely to 
foster economic health with stability of prices as our economy grows. 

After a deficit of $12.9 billion expected for fiscal year 1959, the 
President’s budget proposes a budget balance for the fiscal year 1960. 
For quite a few months ahead, the net effect of fiscal policy will still be 
to stimulate the economy. As prosperity advances, so will our reve- 
nues until the deficit is eliminated at a-high level of economic activity 
if spending is under control. 

At the come levels projected in the budget, the tax system is ex- 

pected to produce revenues approximately equal to proposed expendi- 
- tures in fiscal 1960. If we achieve our objectives there will be no need, 
consequently, for an increase in taxes, 

By eliminating the deficit, tax policy will greatly ease the task 
of monetary policy. If we. fail to keep.1960 expenditures ,within 
income, we contribute to inflationary pressures and complicate the 
problems of monetary management. Tax policy will render addi- 
tional assistance to monetary policy by avoiding further permanent 
borrowing by the Treasury in the market. _ This will also facilitate the 
Treasury’s own job of handling the public debt. 

Question 2: “Is the present structure of the Federal tax Fi 
adequate in light of the Nation’s economic. growth and stability 

uirements? If not, what changes would you recommend?” 
swer: I believe that any tax structure can always be improved. 
By that I do not mean to say that we cannot live with our present 
taxes. We certainly can. If new imperative revenue needs. should 
arise, we could live with higher taxes than the present. Ours. is the 
most productive economy in the world and I do not believe that it 
would be crushed by its tax burdens, if we are reasonable. 

We must constantly evaluate in terms of continuing economic growth 
both elements of tax reform and, when proper, tax reduction. While 
these are closely related, they are not necessarily identical. 

The Treasury has been studying and continues to study various 
improvements in the tax system and in tax administration. In this 
we are cooperating, and shall continue to cooperate, with the appro- 
priate committees of Con 

Many of the adjustments under review are of a technical character. 
Their application depends in many cases on the resolution of adminis- 
trative difficulties. 

It depends further on future business conditions and other factors 
that cannot now be foreseen. As this is a continuing study both in 
the Treasury and the committees of the Congress, it would be prema- 
ture to attempt any detailed discussion. 
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The committee questions deal also with the relation of taxes to the 
sarality of the economy. I take it that this refers pins ally to 
the cushioning effect that declining tax collections can have during a 
recession. 

Illustrative of this effect, of course, is the sharp decline in collection 
of corporate taxes growing out of the recent recession. It also focuses 
our attention on the fact that deficits may well continue after the 
economy has moved up and is advancing toward full prosperity. This 
sort of complex problem deserves, and will have, our continuing study. 

The high degree of resilience which our economy has just demon- 
strated seems to suggest that we should be cautious and analytical in 
our evaluations and flexible enough, if some future downturn should 
require it, to be willing to use whatever instrument seems most appro- 

riate to the occasion. In this connection, some advance planning 
1s proper so that the right decisions can be appropriately taken when 
we are confronted with cyclical movements in our economy. 

Question 3: “Under what circumstances can we reduce Federal 
taxes? What are the prospects for realizing these circumstances?” — 

Answer: The circumstances and prospects of tax reduction would 
first depend very much on future expenditures and the maintenance of 
our economic growth. Economic growth can be expected to raise our 
revenues but it will produce no surplus if we do not control expendi- 
tures. Unless we spend wisely we will have trouble taking care of 
such new requirements as may prove really essential. 

Next, tax reduction must be bien gas against debt reduction out of 
surplus. I believe that in years of prosperity we should endeavor to 
achieve some debt. reduction. This policy commends itself as an act 
of fiscal soundness. It would ease the task of monetary policy and 
the management of the public.debt. 

Cireumstances for a tax reduction would depend further upon the 
degree to which we can succeed in avoiding inflation. At times of 
tidhehichers pressures we should aim at some budget surplus. 

I would. not now want to prescribe a precise formula or to try to 
predict a precise time when tax reduction might properly be consid- 
ered. I have tried to point. out the varying factors which would 
influence our judgment at the time when such a judgment seems to be 
appropriate. 

I will now ask Mr. Gable to answer your fourth and final question. 

Senator Douenas. Mr. Gable, you may now proceed with your 
statement. I would appreciate it if you would summarize it in 5 
minutes or so, and submit the full statement for the record. 


SUMMARY STATEMENT OF CHARLES J. GABLE, JR., ASSISTANT TO 
THE SECRETARY OF THE TREASURY ON DEBT MANAGEMENT 


Mr. Gasie. Mr. Chairman, problems of debt management are.always 
changing. While we have basic principles of approach we do not 
apply rigid, rules.. The economy is constantly Sunetig and our 
policies change in accordance with that. et 

We have an ‘extremely large debt woven into every section of the 
economy today. is in sralicilh l sears eciaers 
The debt has. been increasing last. year, and atthe end of the year 
was $283 billion. wena se gg 
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This compares with a level.of $281 billion in December of 1955; 
and $2591 billion in December 1946. | 

Only in 2 years, since 1952, have there been any reductions in the 
debt. That was in 1956 and 1957 to the extent of $6 billion wheréds 
last, year alone, the debt increased $8 billion. 

The job of adding that $8 billion to the debt required us to’ come 
to the market many times, six times, in fact, to raise new cash of $17 
buen, plus additional money raised through ‘additional weekly bill 
offerings. 

The otal financing job last year—total issues put out—was $69 
billion, which was a new high in the postwar years. ‘The year can be 
divided ‘into two halves—the first part’ of 1958, and the second part. 
During the first part, we were able to accomplish some debt extension: 
During the last half of the year, because of unsettled market conditions, 
we were restricted to issuing very short term securities. 

Despite the fact that we added $8 billion to the debt last year, there 
was a reduction of $3 billion in the amount. of the marketable debt 
becoming due in one year. The job of Treasury financing last year 
was made somewhat more difficult by the fact that the Government 
investment accounts were no longer accumulating securities. In fact, 
they were running in the red which meant the Treasury had to come 
to the market to raise those additional funds. 

As I have indicated, during the first half of 1958, during the 
atmosphere of recession, with rising bond prices and falling interest 
rates, there were fewer market problems as far ‘as the issuance of 
securities by the Treasury was concerned. 

To complement monetary policy, we directed our holdings pri- 
marily at commercial banks, as was evidenced by the fact that the debt 
held by the banks rose by $5.8 billion in the first half of the year, even 
though the total debt was rising only by $1.4 billion. 

With the exception of series E and H savings bonds, all types of 
nonbank investors liquidated securities in the first half of the year. 

In the second half of the year, it was an entirely different story. 
With the economy entering a period of vigorous recovery, two-thirds 
of the $6.6 billion increase in the public debt was absorbed by in- 
vestors outside of the commercial banks thereby lessening somewhat 
the potential inflationary impact of our deficit financing. 

The Treasury woekt hate preferred to have done a larg part of 
its financing outside of commercial banks during the second half of 
the year by placing more bonds in the hands of the longer term savers, 
rather than with corporations, who are interested primarily only in 
the shorter term securities which is the next thing to cash. 

The problem that we haye been faced with in attracting long-term 
savers has been poirited out here, going back to 1952, and the figures 
indicate that: there has been a disinvestment on the part, not only of 
individuals, but also of the savings institutions. 

Wethink that this is a very significant fact. ~ 

We are continuing to study that to see how we may be able to 
attract the longer term savers who have longer range objectives in 
holding the debt on a more permanent basis. ' “’ | 

A discussion of the environment in which ‘we issued our securities 
last year would not be complete without some reference to the market 
action that occurred in connection with our June financing period. 
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The Treasury was aware that during the early part ofthe year 
there was a substantial speculative interest, in the market, 

As we approached the June financing we felt that there. was no 
question that there was a large amount of speculative interest.in a 
ossible long-term bond offering. 

Unfortunately, there was no way of measuring the amount of specu- 
lation from the data and figures that were available, but, because we 
were conscious of the problem we, instead of including the, issuance of 
a long-term bond in the refunding, purposely issued. it for cash)so 
that we could limit the amount and also require substantial down pay- 
ments, and also allocate the securities to investors on a.perferred allot- 
ment basis. 

Those steps were successful, and we felt that the long-term 314 
bond was well placed. What we didn’t anticipate, however, was the 
fact that these speculators who had financed their holdings of matur- 
ing securities on a,very thin margin would rush into the 25s offered 
as part of the exchange, which was an intermediate bond directed pri- 
marily at the commercial banking system, and it only had approxi- 
mately 7 years to run. 

_ . In fact, they. did. Prior to the issuance of the 254s, our _best 
estimate and the best estimates of the people we consulted would ,be 
that the Treasury might be able to get out 3, or possibly as high as 4 

billion dollars of 25s. 

In fact, we were advised by some that if we really wanted to do some 
debt extension, we should consider putting out a 234 rather than the 
25¢s to attract more funds in the area. 

The speculators, instead of selling immediately because our lo 
bond was a cash offering, switched into the 25s, so that over A 
billion of that issue was put out. 

We still feel that had market conditions remained favorable, with 
interest rates relatively stable that had continued for some months, 
that amount could have been digested by the market. 

Unfortunately at that time, from the standpoint of the offering, 
there were press articles to the effect that the Federal Reserve might 
change its policy. Several news reports indicated that business re- 
covery was in prospect, and of course, that was the basic thing that 
caused a turn in the rate structure. 

The change in the business outlook caused it. 

Now, these speculators, having financed themselves on a very thin 
margin, got scared and started to dump, causing a very unsettled and 
very unsatisfactory market condition in Government securities. 

It is something that, in the public interest, should not be permitted 
to occur again. The Treasury is giving a great deal of thought and 
consideration to that. We are consulting with other groups, such as 
the Federal Reserve and groups in the:money market, as to ways of 
preventing undue speculation. A certain amount of speculation in 
underwriting is necessary, as you know, in selling marketable securi- 
ties, but excessive speculation is undesirable. : 

What we are trying to do is prevent undue speculation of the type 
that occurred last June. In the first place, we have every reason to 
lieve that’ we will be able to develop additional data which would allow 
us to measure more accurately the amount of Government securities 
that are being carried at a particular. time so it would reflect. an.in- 
crease in speculation. 
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Secondly, we also feel that some of the financing techniques that are 
used in the money market, and I am referring particularly to repur- 
chase agreements, while basically sound and necessary, have 
abused and that should not be permitted again. We are hopeful that 
that situation can and will be corrected. 

We have done a lot of educational work because many of the lenders, 
even though they suffered no loss, unwittingly made credit available 
to speculators. In many cases these were corporations and banks out- 
side of the money centers. 

The large banks in the money centers and the legitimate Govern- 
ment dealers, were not involved in a significant way in causing this 
extension of credit, the excess, to the speculators. 

The third area, of course, is our own marketing methods, and as I 
have indicated we did issue the long-term bond for cash, and I think 
as a matter of general practice in the future, it may be necessary in 
most cases for the Treasury to issue long-term bonds for cash where it 
can control the amount and where significant downpayments can be 
required and where the Treasury can control allotments. 

I would also like to make the point that while this speculation was 
a discredit, nevertheless, we in the Treasury feel that, the general 
market level of rates today would be about where it is had the specula- 
tion not occurred. 

There is also another factor that contributed to this market decline 
and the unsettlement which has continued for many months and has 
only recently stabilized so that the Treasury might’ again issue a 
long-term bond, which we did in conjunction with our January cash 
financing. That is the fact that when the economy turned around and 
the investment market was aware of the fact that the Treasury still 
had to finance such a large deficit, an inflationary psychology de- 
veloped. Fears that the deficit might have to be financed through the 
banking system caused a psychological impact on the market that was 
very great. . 

It caused bond prices to recede and it caused stock prices to rise very 
sharply. I think that we have to keep in mind that market psychology 
is very important, and the market relates that always to the fiscal 

ition. If in a period of high activity the Treasury has to finance a 
Feficit, investors are worried about the inflationary implications. 

Senator Dovetas. Thank you very much, Mr. Gable. 

(Mr. Gable’s prepared statement, which was summarized above at 
the chairman’s request, is presented herewith in full.) 


STATEMENT By CHartres J: Gaste, Jr., ASSISTANT TO THE SECRETARY OF THE 
TREASURY ON MANAGEMENT OF THE PUBLIC DEBT, BEFORE THE JOINT HooNoMIC 
CoMMITTEE, Fresruary 5, 1959 ' 


I would like to review with you ‘this morning some of the current problems 
which the Treasury faces in its debt management program. These are not prob: 
lems which can be solved by applying a rigid set of rules. There are certain basic 
principles which we always try to follow, but the very fact that the economic 
environment and the market atmosphere in which the Treasury operates is 


constantly changing means that our approach to debt management must always 
be flexible. i 


_The impact of changing circumstances on debt management policies. was clearly 
illustrated by our experience in the calendar.year 1 
The past year was a year in which the debt was growing again and as you will 


note from chart 1, the debt at the end of Décember 1958*amounted to $283 
billion. 
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This is a large debt any way you look at it and one which is woven into the 
asset structure of every major class of investor in the country. In the savings 
pond program alone an estimated 40 million individuals own bonds and about 
§ million are buying bonds currently through payroll savings plans. 

The $283 billion public debt at the end of December represents an amount 
equal to 63 percent of the total gross national product. It is an amount equal to 
more than $1,600 for each man, woman, and child in America. Not only is the 
U.S. Government the largest single debtor in the country, it accounts for one- 
third of the total debt owed by all individuals, all corporations and all levels of 
government in the Nation. 


CHART 1 


THE PUBLIC DEBT 
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After some reduction in debt early in the postwar period the public debt grew 
steadily again under the burden of heavy defense requirements and the Korean 
war, reaching a peak of $281 billion on December 31, 1955. During the calendar 
years 1956 and 1957, under the impact of 2 years of budget surpluses, the debt 
was reduced to $275 billion. That $6 billion reduction has been completely 
erased, however, by deficit financing in the calendar year 1958, which increased 
the debt by $8 billion to a new high of $283 billion. This was the largest increase 
in the public debt for any year in the postwar period. 

The job of adding a net amount of $8 billion to the debt in as sound a manner 
as possible last year required the Treasury to go to the market six times during 
the year to raise new cash of $17 billion, plus $2 billion more cash raised through 
additions to weekly bill offerings. .This large amount of new cash borrowing 
was needed not. only to cover the deficit, but. also to cover the retirement of other 
securities growing. mainly out of marketable maturities paid off in cash and the 
redemption of the wartime F and G savings bonds which are now maturing; 
At the same time the Treasury issued $50 billion of new securities in. exchange 
for maturing issues ($284 billion publicly held and $2114 billion held by Federal 
Reserve banks and Government investment.accounts) so that the total. of $69 
billion new marketable securities issued during the year reached a new postwar 
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As part of this $69 billion job the Treasury issued $2.9 billion of long-term 
bonds and $16.7 billion of intermediate-term notes and bonds running from 4 
years to 8% years to maturity. Asa result, the average length of the marketable 
debt was increased by 2 months during the year—from 4 years and 7 months to 
4 years and 9 months. This was done despite the inability of the 
to extend any debt beyond 2% years to maturity in the unsettled market 
environment which characterized the last half of 1958. The slight lengthening 
of the debt last year was in contrast to declines of approximately 6 months each 
in the average length of the debt during the 2 preceding years and, as shown 
in chart 2, brought the average back almost to the level of 5 years ago when the 
long postwar decline in the average length of the debt came to an end. 


CHART 2 


AVERAGE LENGTH OF THE MARKETABLE DEBT 
(Callable Bonds to Maturity Date)” 


“Portially tox-exempt bonds to earliest call date. 
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Despite the fact that there was an $8 billion increase-in’ the total’ debt ii 
1958, there was a reduction of $8 billion in the amount ‘of ‘marketable’ debt 
becoming due within one year. Five years ago the under-one-year debt stood 
at $80 billion. One year ago it was $75% billion. It is now $7214 billion, of 
which $51 billion is held by the public and $21% billion held by Federal Reserve 
banks and Government investment accounts. , 

The job of Treasury financing in 1958 was made somewhat more difficult by 
the fact that Government investment accounts, which had provided a market 
for approximately $2 billion a year for Government securities on average during 
the postwar period as a whole, showed a decline of $0.8 billion in their invest- 
ments. This was true because of the excess of expenditures over receipts in the 
unemployment trust fund, the Federal old-age and survivors insurance trust 
fund and the highway trust fund. 

Treasury financing in the first half of 1958 was conducted in the atmosphere 
of recession, with rising bond prices, falling interest rates, and monetary ease. 
In this atmosphere it was appropriate that Treasury offerings were designed 
primarily to appeal to commercial banks, as debt management sought to 
ment monetary policy in its endeavor to increase the money supply and to 
assure the availability of adequate credit for economic recovery. ‘As a result 
commercial bank holdings of the debt rose by $5.8 billion in the first half of the 
year, even though the total debt was rising by only $1.4 billion. 
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With the exception of series E and H savings bonds held mostly by small 
savers, all types of nonbank investors liquidated Government securities in the 
first half of the year, with most of the liquidation being accounted for by non- 
financial corporations at a time when their profits were shrinking and their tax 
liabilities were at a low point. Even the sale by the Treasury of $2.9 billion 
of new long-term bonds during the first half of the year did not result in a net 
increase in the holdings of Government securities by individuals and savings 
institutions since the bonds were paid for, in effect, by selling shorter maturities 
to banks. 

CHART 3 


CHANGES IN PUBLIC DEBT OWNERSHIP IN 1958 


In the second half of the year, with the economy entering into a period of 
vigorous economic recovery, two-thirds of the $6.6 billion increase in the public 
debt was absorbed by investors outside of commercial banks thereby lessening 
somewhat the inflationary impact of Federal deficit financing ata time when 
other demands for funds were rising and monetary policy sought properly to 
temper the rise in money supply. Furthermore, all of the increase in bank 
holdings was outside of the larger financial centers. 

The Treasury would have preferred, however, that a larger part of its financing 
outside of the banks during the second half of the calendar year had been 
through longer term savers—such as individuals and savings institutions—rather 
than through nonfinancial corporations. In the latter case investment in Gov- 
ernment securities is typically in the shortest term obligations available and 
is only one step away from an increase in money supply. On the other hand, 
longer term securities are purchased by savers with more permanent investment 
goals in mind. 

The fact that savings institutions did add somewhat to their holdings of Gov- 
ernment securities in the second half of 1958, reversing earlier trends, is an 
encouraging sign, however. Individuals added further to their E and H sayings 
bond holdings in July-December 1958, but again reduced their holdings of the 
larger investor type F and G savings bonds and their holdings of marketable 
securities during the second half of 1958. 

The persistence of the postwar trend of savings institutions away from Gov- 
ernment securities is highlighted by the fact that the four major groups of 
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savings institutions—insurance companies, mutual savings banks, savings ang 
loan associations and pension funds—have reduced their holdings of Government 
securities from $27% billion in December 1952 to $26 billion in December 1958, 
This was done at a time when the assets of these institutions were growing by 
approximately $100 billion. 


CHART 4 


SAVINGS INSTITUTION INVESTMENT IN GOVERNMENTS 
December 1952 and 1958 


As Percent of Assets 
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As is shown in charge 4, therefore, the proportion of assets of each of these 
types of institutions invested in Government securities has shown in most cases 
a substantial decline during the last 6 years. Even in the case of rapidly ex: 
panding savings and loan associations, which have been building up reserves in 
the form of Government securities, their percentage of assets invested.in Gov- 
ernments has declined slightly. 

An analysis of individuals’ savings during the last 6 years. shows rather. clearly 
that no individuals savings found their way into Government securities on net 
balance during these years, despite substantial increases.in E and H bonds, 
During the past 6 years individuals had new savings of $137 billion available 
for investment either through savings institutions. or directly in securities and 
mortgages. Of this total $106 billion was placed directly in savings institutions, 
and as has been already indicated in chart 4 no part of this flow of savings * 
net balance reached the Government securities market. 

Moreover, as chart 5 shows, none of the remaining individual’s savings was 
invested directly in U.S. Government obligations either. An increase of $7 
billion in E and H bond holdings was completely offset by a decline in holding 
of other Government securities. In effect, then, all of the funds available for 
direct investment during these 6 years went into corporate securities, into 
mortgages, or into State and local government issues. In the latter ease, of 
course, the Treasury is up against a particularly difficult debt management 
problem in trying to make its securities attractive to individuals who have ihe 
opportunity of buying tax-exempt State and municipal offerings. 
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CHART 5 


INDIVIDUALS SAVINGS SINCE [952 
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A satisfactory solution to the problem of making Government securities attrac- 
tive to savings-type investors is not easy to find. The Treasury is, however, 
exploring all possible ways of encouraging greater participation in Government 
security ownership by these purchasers. 

A discussion of the environment in which Treasury financing took place in 
1958 would not be complete without reference to the rather dramatic changes 
in the market environment in which the Treasury had to do its financing. With 
interest rates declining and bond prices rising early in the year the Treasury 
had little difficulty selling securities which were priced very close to the market 
at the time they were issued. Subsequent market rises resulting from investor 
anticipation of continuing recession and monetary ease made each new security 
look quite attractive soon after issuance. As a result, particularly with regard 
to the 2% percent 7-year bond which was offered in June, there was an increased 
amount of speculative activity in new Government issues on the assumption 
of a continuation of these trends. 

The June intermediate-term bond was put out as one part of an optional 
offering in exchange for maturing securities and was subscribed for in an amount 
of more than $7 billion—considerably in excess of what had been expected by 
either the financial community or by the Treasury. This large amount presum- 
ably could have been properly digested by the market, however, if the trends 
of recent months had continued. But improvement in business news, plus 
rumors in the financial community as to a possible reversal in monetary policy, 
resulted in a sharp turnaround in the bond market. As a result many speculative 
buyers who had financed their purchases on little or no margin were forced to 
liquidate them. The resulting disturbance was very unsettling to the entire 
market. 

It is clear in retrospect that the reversal in bond prices reflected a legitimate 
change in investor expectations as economic recovery set in. Furthermore, 
there is no reason to believe that speculation had more than a temporary effect 
in depressing bond prices. But it is true, nevertheless, that the abruptness of 
the change in the market was accentuated by excessive speculation. 
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A recurrence of such activity should be prevented. The general public should 
be better protected against such excesses. Furthermore, dealers in Government 
securities under such conditions are unable to perform their vital functions of 
maintaining an orderly and active market for Government securities. The 
Treasury is at present studying this problem and consultations are underway 
with the Federal Reserve System and with various other groups in the financial 
markets to see what steps can be taken to restrain undue speculation without at 
the same time hampering legitimate dealer operations. 

Two more factors during the summer added further to an unsettled Government 
bond market. The first of these was the temporary shock of the coup d’etat in 
Iraq. The second was more fundamental—the growing realization on the part 
of investors throughout the country that the Federal Government was faced with 
its largest postwar deficit, a factor which was obviously very important in the 
development of an inflationary psychology during the fall despite the continued 
stability of commodity prices. As a result largely of this psychology, a buoyant 
stock market hit new high and bond prices—for corporates and municipals as 
well as for Governments—hit new lows, thus adding to the cost of borrowing 
for business and for all levels of government. 

The Treasury’s market financing job in 1959 should be smaller in dollar volume 
than in 1958—both in terms of refunding and new cash issuance. Nevertheless 
the 1959 financing schedule is very heavy. We have already raised over $4 billion 
in new cash in January through the issuance of $0.9 billion of 21-year bonds, 
$2.7 billion of 16-month notes, and $0.6 billion of additional Treasury bills, 
bringing the debt up to $286 billion by the end of January. Although the entire 
deficit for fiscal 1959 has-been financed and the debt is expected to fall by 
June 30, the Treasury will nevertheless need additional cash borrowing amounting 
to an even larger amount than that raised in January between now and the end 
of the fiscal year to cover retirements of securities coming due. We also will 
need an amount which we are not yet prepared to estimate to cover the heavy 
seasonal deficit in July-December 1959 which will occur even with a balanced 
budget for the fiscal year 1960 as a whole. . 

The refunding job this year consists not only of a weekly amount of $2 billion 
or so of Treasury bills which have to be rolled over, but also $15 billion of 
maturities in February, $4% billion in May, $13% billion in August, and 
$9 billion in November. The February refunding, the largest of the year, was 
announced last Thursday and we have offered holders of the maturing securities 
a choice between a new 334-percent certificate maturing February 15, 1960, or a 
4-percent note maturing 3 years from now, both priced at par. The books on this 
exchange offering closed last night and we expect to announce preliminary results 
tomorrow afternoon. 

Sometime before the end of the present fiscal year, the Treasury will ask for 
new legislation on the debt limit. We are now operating under a temporary 
debt ceiling of $288 billion. That temporary ceiling will expire on June 30, 1959, 
at which time the ceiling will revert to the permanent debt limit of $283 billion. 
With a $285 billion public debt now estimated for June 30 an increase in the 
permanent debt limit to that amount seems indicated, depending, of course, on 
the final outcome of the fiscal 1959 budget picture. In addition temporary 
financing needs will require a substantial increase in the public debt—and in 
the temporary debt limit—during July-December 1959, even though with a 
balanced budget this would represent financing which could be repaid during 
January—June 1960. 

The environment in which the Treasury’s 1959 financing program will take 
place will, of course, depend on a great many factors. Perhaps the two most 
important relate to the progress of the Nation’s economic growth and the way 
in which the Federal Government’s fiscal programs are handled. 

The rate of economic growth and the extent to which demands for funds 
exceed available savings will, of course, set the basic environment in terms of 
interest rates and credit availability in which ‘the Treasury will have to operate. 
Our borrowing, just like that of any other debtor, will continue to be done in 
a market environment in which neither maturing issues nor new issues are sup- 
ported by the Federal Reserve. Government borrowing is borrowing which 
must be done and cannot be postponed. Because of its size Treasury borrowing 
terms obviously have a greater impact on interest rates than the terms of any 
other borrower. At times monetary policy may seem to make debt management 
more costly and more difficult, but that should not be allowed to detract from 
the appropriateness of an independently conceived and operated monetary policy 
as a fundamental tool in the control of inflation. 
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We will continue in 1959 to pursue the major objectives which have guided 
our operations during the past year. The Treasury will continue to secure its 
necessary funds at as reasonable a cost to the taxpayer as possible consistent 
with the major objective of contributing to sound economic growth. We will 
continue to secure our funds as largely as possible from true savers rather than 
from commercial banks in order to reduce the inflationary potential of our 
financing operations during a period of rising economic activity. 

We will also continue to take advantage of évery opportunity which arises to 
extend the maturities of our issues in order to reduce to a minimum the dis- 
turbing effect of Treasury financing operations on the money markets and on 
the flotation of new corporate and municipal issues and in order to provide the 
Federal Reserve with the greatest freedom possible to conduct effective monetary 

cy. 
ae we do not seek every opportunity to accomplish debt extension we will find 
the short-term debt increasing to a new high in the years immediately ahead. 
The under-l-year debt, as is shown in chart 6, stood at $7214 billion on Decem- 
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ber 31, 1958. If no more securities longer than 1 year to maturity are issued 
during the remainder of 1959 the under-l-year debt will increase by $1114 billion 
during the year. Furthermore, the passage of time will bring more of the debt 
within the 1 year area in 1960, in 1961, and in 1962 so that financing exclusively 
in the 1 year area during the next 4 years (and with no increase in outstand- 
ing debt) would bring the amount of under-l-year debt to $1291 billion—about 
75 percent of the total marketable debt outstanding—by the end of 1962. 

The importance of sound fiscal policy in setting the environment in which 
debt management operations are undertaken cannot be overemphasized. The 
fact that a budget deficit means a larger amount of money to be raised is only 
arelatively minor part of this problem. 

Far more important is the psychological reaction of investors to the prospect 
of the effect of future inflation upon the purchasing power of the dollars which 
they invest if they lack confidence in the ability of the Federal Government to 
manage its fiscal affairs soundly and to take whatever additional steps are 
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necessary to minimize inflation. This is true not only in relation to Govern. 
ment securities, but to all other fixed dollar obligations as well. A bu 
deficit in a period of prosperity, and a growing public debt, mean just that much 
less opportunity for an expansion of mortgage debt, corporate debt and State 
as local government debt without running the risks of serious monetary infla- 
tion. 

The Cuatmrman. Thank you very much, Mr. Gable. 

Secretary Anderson, I want to commend you for your very manly 
statement, in which you state that you overestimated your revenues 
in the last year. 

If you will remember, almost a year ago you were up before us and 
at that time I told you that I thought you were greatly overstating 
the estimated revenues and you said that you were going to be far 
more severe than you were willing to admit, and that you stood on the 
estimates. 

Now, with the passage of time, I take it that you now say that you 
were wrong. Isthat right? 

Secretary Anperson. Senator, certainly the estimates were not real- 
ized that we anticipated last year. I think that, as the Senator knows, 
most. of the shortfall resulted from the decline in corporate profits, 
Personal income fell only a very small degree during the period, being 
supported in part by transfer payments which are part of our 
stabilizers. 

The Cuarman. You will also remember that I urged you to ask for 
a larger increase in the debt limit than you were then willing to request, 
and I said that in order to save you embarrassment, and that I hope 
that you would not later have to come back and ask for a further 
increase in the debt limit. Do you remember that? 

Secretary Anprrson. I do, indeed. 

The Cuarrman. And is it not a fact that in April you had to come 
back and ask for a further increase in the debt limit ? 

Secretary ANDERSON. We did. 

The Cuarrman. And is it not true that at that time I again told 
you that I thought you were underestimating the increase in the debt, 
and that therefore, to save you further embarrassment, I hoped that 
you would ask for a further increase in the debt limit. Do you re- 
member that? 

Secretary Anperson. Yes, sir. 

The Cuarmman. Then of course you returned in A to ask for an 
increase in the debt limit. And now the statement of Mr. Gable’s in- 
dicates that you are coming in, in a little while, and ask for a third 
increase in the debt limit, is that true? 

Secretary Anperson. Yes, Senator Douglas. You will recall that 
last year we asked ‘for a permanent debt ceiling of $285 billion, and 
a temporary debt guling.c $288 billion. 

This was passed by the House, and in the Senate Finance Commit- 
tee it was amended to ee a permanent debt ceiling of $283 billion, 
and a temporary of $285 billion. 

We at that time stated that we did not think that the permanent 
debt ceiling that we received was adequate. 

The Cuarrman. And what is the increase that you are now going 
to ask for? 

Secretary Anpmrson. Senator Douglas, we are estimating that at the 
end of this year the debt will be $285 billion, which will be more than 
the permanent debt ceiling. 
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Now, we realize also that during the first half of next year we will 
have still some additional financing to do because of the way in which 
we collect our taxes. 

I am not now prepared to say what we would have to ask for as a 
temporary ceiling above that $285 billion, but. 1 think in the next 3 
or 4 months we will have an answer to what we will have to ask for. 

The Cuatmrman. Well, Secretary Anderson, a lot of things that en- 
dear you to us up here on the Hill is your frankness and your gentle- 
ness of manner, and I hope that you will not resent it if I will say to 
you that it would be well in the future if your experts in the Treasury 
consulted some of us up here on the Hill in the question. of receipts 
and expenditures, and you might find that our advice would be very 
helpful. 

on Mr. Secretary, I notice that you mention inflation as a real 
danger. Has there been any real increases in prices during this year, 
that is during this last year ? 

I have before me, Mr. Secretary, the monthly “Economic Indicator,” 
and on page 24 they give indexes of wholesale prices which show in 
December of 1957 an index of 118.5; in December of 1958, an index of 
119.2, or an increase of only 0.7 of one point, and if you compare that 
with March of 1958, when the index wholesale prices are 119.7, we 
have had a decline in the last 9 months for which we have figures, 

So, it decreased one-half ofone point in 9 months, 

On the preceding page there is the index of consumer prices which 
roughly shows that m March of 1958, the index was 123.3.. In No- 
vember it is 123.9, or an increase of only 0.6 of one point during the 
course of 8 months. 

On the basis of the past year, can one say that there has been. any 
real inflation ? 

Secretary Anprrson. Senator Douglas, I would like to comment on 
this if I may. 

The Cuarrman. Certainly. 

Secretary Anprrson. I think one has to take both a short- and long- 
range view, Senator. 

For the short-range view I think you see.a great deal of evidence of 
stability. As you have pointed out, all consumer price indexes have 
been relatively level. ere has been no change in the, value'of the 
dollar since last June. There has been, if anything, a slight decline 
in the cost. of living, primarily because of food prices. 

We have excess plant capacity above what we are using. These are 
all factors which, for a short run, imply a degree of stability. 

The Cuarrman, May I inject at this point that we have had a num- 
ber of witnesses before us in the p ing days of the hearings, and 
I think all of them, without exception, said that they did not anticipate 
ony increase in the general price level for 1959, \They, did anticipate 
a fall in the prices of farm eee which they thought would offset 
any, nea in. the industrial sector. 

© one predicted an increase in 1959, so I would like to know just 
when, you expect this.increase in prices, or your fear, of an increase in 
prices to take effect ? 

Secretary Anprrson. I would not be in a position to precisely pick 
out a time, but I, would say thatthe time and the place to, deal with 
a ooeE pressures are when you, do have a period of relative 

ility. 


















416 ECONOMIC REPORT OF THE PRESIDENT 


One does not want to wait until you have such pressures built up 
through continuing deficits or through any other factors which have 
to be taken into consideration, for the evil to come upon you. You 
want to try to avoid it by following a fiscal policy, and this involves 
policies both of labor and management; policies of pricing; policies 
of wages and price costs. 

All of this sort of thing one wants to deal with at the time when you 
do have relative stability. 

The CuatrMan. Of course, Mr. Secretary, we also have to deal with 
the issues which are immediately before us, and we have to keep them 
in mind too, and some of us are quite well aware of the fact that we 
have 4.1 million unemployed men in the country. And a the 
involuntarily part-time employed, if they were added in, would in- 
crease the aggregate by the equivalent of another million fully 
unemployed. 

Our rate of growth has been apparently running somewhere around 
2 percent a year, somewhat less than our past record of growth, and 
appreciably less than the rate of growth for our European allies. 

ile I shall not make a detailed comparison with Russia, is it not 
true that we are making a rate of growth less than Russia? 

Therefore, while we believe in price stability, we believe in maximum 
employment also, and also in maximum growth rates. 

Now, each specialist tends to think of his particular specialty and 
it is a habit of the Treasury officials and the bank officials all over the 
world to think primarily in terms of price stability, but we have to 
legislate for the Nation as a whole, and while we take into account 
price stability and want to protect it we also have to take into account 
unemployment and the necessity for reducing that, and we must take 
into account our growth. 

Secretary Anprrson. Senator Douglas, I would say that I share 
a penetors concern for every person in this country who is unem- 

oyed. 

, T believe that what we want to develop is an economy that will pro- 
vide growing job opportunities. 

Now, it seems to me that the best way in which to provide those job 
opportunities is to have a confident expanding economy, and an econ- 
omy that expands in real terms, real goods, real services, real wages, 
and we are now in a period of increased activity. 

If we maintain a confident belief in our currency, we will have 
capital accumulation that will provide the new means of production 
‘which is necessary for the jobs. 

The real solution to the unemployment problem is to have a healthy 
economy, a sound and confident economy, and an economy that grows 
in real terms. 

The Cuarrman. I will ask one more question, and then proceed to 
Congressman Kilburn. 

Do you see any danger, Mr. Secretary in your almost exclusive con- 
centration on anti-inflationary measures at a time of relative price sta- 
bility that you may harm reemployment and growth? This, I think, 
is one of the most serious questions. 

Secretary Anperson. Senator, I would not like to believe that I am 
obsessed with the inflation problem. I am concerned about it. 
think the time to meet it is whet we have this relative stability. 
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I do not believe that we should, at any point, just seize upon one 
factor and say that this is all controlling, and yet, we should not mini- 
mize the dangers which might come from it. 

I do believe most sincerely that if we are to have growth in real 
terms, that we must have it in an atmosphere in which there is confi- 
dence in our currency and in which capital accumulation is encour- 
aged; in which savings are a part of our national pattern of habits 
in order that we can have the kind of development capital within our 
own country that will absorb these maybe 1 million new people coming 
into the labor market each year. 

Representative Kirsurn. Mr. Secretary, I think you made a fine 
statement and I agree with it. 

There is one sentence in your statement which I hope everybody in 
the country will read. With the chairman’s permission, I would like 
toread itoveragain. Yousay: 

If we ever reach the point where people believe that to speculate is safe, but 
to save is to gamble, then we are indeed in trouble. 

In my small way I have seen some evidence of people who would 
naturally put their savings in a bank or in Government bonds, but 
because of the inflation we have had in the last 20 or 30 years, are a 
little leary about it and are now starting to buy common stocks. 

Secretary Anperson. Yes, sir. 

Representative Kitpurn. But that sentence, I think, is an ex- 
tremely well-stated sentence. 

Secretary Anperson. Thank you, sir. 

Representative Kizsurn. Mr, Secretary, there is one thing I would 
just hike to ask you. I have repeatedly heard the statement—.in fact, 
I heard it on the House floor yesterday—that the Federal Reserve sets 
the money rates. 

Now, I always thought that the function of the Federal Reserve 
was to cushion fluctuations and they tried to manage monetary affairs 
in such a way that there will not be sharp economic fluctuations. 

Do you not believe that in this great, big, wealthy coanty of ours 
that money rates are set by the laws of supply and demand 

Secretary Anprrson. Yes, sir. I do. 

Representative Kizrpurn. That is all. 

Representative Parman. Mr. Secretary, in the budget there is an 
item of about $335 million in which it is proposed to sell FNMA 
mortgages to banks and in that way to “balance” the budget. Are 
you acquainted with that budget item ¢ 

Secretary Anperson. Yes, sir. 

Representative Parman. Now, do you consider it a ai thing to 
sell off assets of the Government for the purpose of balancing the 
budget? After all, this is selling an asset that the Government owns, 
as if that could in any real sense balance the budget. 

Do you endorse that as a Government policy, Mr. Secretary ? 

Secretary Anperson. Congressman Patman, the act which created 
the Federal National Mortgage Association provided that we should, 
to the maximum extent and as rapidly as possible, have private fi- 
nancing substituted for Treasury borrowings that would otherwise 
be required to carry mortgages. | 

Now, over the period of the FNMA history, they have sold, as I 
recall, about a $1,600 million worth of these mortgages. 
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Representative Parman. But I am talking about selling $335 mil- 
lion to apply on the budget. It occurs to me that if you are goi 
to endorse the policy of selling assets of the Government for the pur- 
pose of trying to balance the budget, it will pore ta to the sale 
of such things as, for instance, Grand Canyon or Yellowstone Na- 
tional Park, or a few acres of the Capitol Grounds. d 

I don’t think we should endorse or be misled by a policy of selling 
our assets as a device for “balancing” the budast ; 

Now, I have some questions about that, Mr. Secretary, which | 
shall not burden you with by seeds but I would like to get your 
answer to them for the record, if you please. 

Will that be satisfactory to you? 

Secretary Anprrson. Yes. . 

Representative Parman. Such questions are: With what financial 
institutions would these exchanges be transacted? How would these 
institutions be selected? What mortgages now held by FNMA would 
be offered in the exchange? ‘There are other questions also but I 
will give this to you now. I will then file one for the record also. 

Secretary ANpERsON. You would want me to prepare answers and 
send thee beik to you? 

Representative Parman. And submit them for the record, if you 

lease. 

5 Senator Dovexas. Without objection, it is so ordered. 

(The questions and answers referred to are as follows:) 

























ANSWERS TO Mr. PATMAN’s QUESTIONS 


1. Q. With what financial institutions would these exchanges be transacted? 
How would these institutions de selected? 

A. The present plan is that the exchange of mortgages for Government bonds 
would be limited to those financial institutions which are qualified to invest 
in FHA-insured and VA-guaranteed mortgages and which are the holders of 
2% percent Treasury bonds, investment series B. On December 31, 1958, these 
bonds were held as follows (excluding holdings ‘by Government investment 
accounts); ; 
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2. Q, What mortgages now held by FNMA would be offered in the exchange? 
What rate do they carry? 
A. The principal mortgages in the management and liquidating portfolio of 


FNMA which would be eligible for exchange are about $1 billion'of VA-guaran- 
teed 4 percent mortgages. 


Q. What is their current market value? 

A. Since FHA and VA mortgages carrying a 4 percent interest rate are not, 
generally speaking, available for purchase, there is no “current market value,” 
as such. On a yield basis, the probable current market range would likely be 
between 86-88-90. Considering the seasoned character of the mortgages, the 
relatively early maturities, and the nature of the proposed exchange, the value 
of the mortgages should approximate the value of the bonds. , 

Q. At what value are they carried on FNMA’Ss books? e 

A. These mortgages are carried on the books of FNMA at par, or 100 percent 
of their unpaid principal amount. ; 
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Q. Is there any statutory restriction against their sale by FNMA at less than 
? 
r. There is no statutory restriction against the sale or exchange of these 
mortgages by FNMA at less than par. : 

3. Q. What Government bonds held by the financial institutions would be 
exchanged for the mortgages? Are they marketable issues? 

A. The 2% percent Treasury bonds, investment series B, are not marketable 
ponds. They may be exchanged at the election of the owners into 1% percent 
5-year marketable Treasury notes, 

Q. What rate do they carry? 

A. These bonds bear interest at 2% percent. 

Q. When do they mature? 

A. They mature April 1, 1980, but may be redeemed at the option of the 
United States on and after April 1, 1975, at par and accrued interest on any 
interest day or days on 4 months’ notice of redemption. 

Q. At what value are they carried on the books of the financial institutions? 

A. This series of bonds was originally issued on April 1, 1951, at par in ex- 
change for certain 2% percent Treasury bonds. An additional amount of such 
bonds was issued in June 1952 for cash and in exchange for certain 24% percent 
Treasury bonds. It is believed that the current owners of these bonds who are 
the original subscribers carry them on their books at par. 

Q. What is their current market value? 

A. The 2% percent Treasury bonds, investment series B, being nonmarketable, 
do not have a current market value, as such. They are exchangeable for 1% 
percent 5-year Treasury marketable notes which have a current market value for 
the current issues of about 9034. 

4. Q. In the exchange, would the financial institutions record the mortgages 
acquired from FNMA at par, at current market value, or some other basis? 

A. We cannot say with certainty how the financial institutions will record 
these mortgages, and probably no single rule will be applicable to all. Since they 
will be receiving in exchange for their bonds securities of approximately equal 
value, some of these institutions will probably record these mortgages at the 
same book value as their bonds. Other institutions may record them at current 
market value. 

4. Q. Will there be a book gain or loss for these financial institutions? 

A. The answer depends, of course, upon how the financial institutions carry 
the bonds on their books and how they will record the mortgages they acquire. 
If, as indicated in the answer to question 3, the bonds are carried at par, and if 
the mortgages are recorded at par, there will be neither book gain nor loss, If 
the mortgages are recorded at their value at date of exchange, then a book loss. 
will, in general, be incurred. 

Q. If loss, what would be the tax treatment of the loss? 

A. The tax treatment would be long-term capital loss or ordinary loss depend- 
ing on the type of institution and assuming, of course, that it is not exempt from 
tax on this type of exchange. 

Q. How much would this cost the Treasury in tax revenues? 

A. On the basis of our best estimates at this time, the reyenue loss will be 
insignificant. To the extent that loss on the bonds is claimed for tax purposes it 
will be largely offset by later equivalent gain on the mortgages. 

5. Q. Would the bonds acquired in the exchange by FNMA be recorded on 
FNMA’s books at par, at current market value, or at some other basis? 

A. Because FNMA will get credit at par for these bonds in payment of its in- 
debtedness to the Treasury, FNMA is entitled to record these bonds at par on 
its books. It is believed that FNMA should view the exchange of mortgages for 
bonds as being made on the basis of market values ; but FNMA’s temporary book 
as ae pose exchange is promptly restored by the Treasury’s acceptance of the 

nds at par. , 

Q. Will there be a book gain or loss for FNMA, at this point? 

A. At this point there will be a temporary book loss for FNMA, but FNMA’s 
cab to. get credit at par for the Treasury bonds it turns in restores the 
Oss. 


6. Q. What will FNMA do with the bonds if acquired? 

A. It will turn the bonds over to the Treasury. 

> wu they be presented to the Treasury for retirement? 
. Yes. 
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Q. If so, at what value will FNMA’s account be credited—par value of bonds, 
market value, or what other? 

A. With the par value of the bonds. 

Q. Will this be the same, more than, or less than the book value of the 
mortgages exchanged? 

A. On the basis of present values, as above indicated, for the mortgages and 
bonds the par value of the bonds will be approximately the same as the book 
value of the mortgages exchanged for them. 

Q. If less than, how will this portfolio loss affect FNMA’s financial position? 

A. In the light of the answer to the preceding. question, this question does 
not appear to be relevant. 

7. Q. How will the Treasury’s accepting the bonds and their retirement be 
reflected in the budget accounts? 

A. Acceptance of the bonds at par and retirement of the bonds will be re 
flected in the budget as a receipt item (credited against the expenditures of 
the agency), just as the purchase of the mortgages was reflected in the budget 
as an expenditure item. 

Q. If FNMA, upon presenting the bonds for retirement, is credited with the 
par value of the bonds, will the difference between the actual, market value 
of the bonds and their par value be reflected in any way in the budget accounts? 

A. No. 

8. Q. As a result of these transactions, will the Treasury’s financing needs be 
increased, reduced, or unchanged from those that would obtain if these trans- 
actions. were not undertaken? In other words, how would the Treasury’s fi- 
nancing requirements be affected as compared with the situation in which FNMA, 
instead of exchanging the mortgages, offered them for sale in the market?’ Won’t 
the Treasury, in any case, have to borrow an additional $335 million? At what 
interest rate do you expect to be able to borrow this amount is fiscal 1960? 

A. The exchange of mortgages by FNMA for the 234-percent Treasury bonds 
and the retirement of such bonds by the Treasury would not increase, reduce, 
or change the Treasury’s financing needs during fiscal year 1960. If a like 
amount of mortgages were sold by FNMA for cash, the receipt of such cash 
by FNMA and its payment to the Treasury in reduction of its indebtedness 
would reduce the amount of Treasury’s cash financing by an equivalent amount, 
but would also have the effect of reducing by that amount the funds of private 
investors otherwise available in the market for mortgages. _ 

The exchange of mortgages by FNMA for Treasury bonds and the retirement 
ef such bonds by the Treasury, while not affecting the financing needs of the 
Treasury in 1960, would have the effect of reducing the outstanding public debt 
and thereby furnish a like margin under the public debt limitation which would 
be available for use by the Treasury. 

In order to cover the estimated expenditures for fiscal year 1960 by FNMA 
for the purchase of mortgages under its special assistance program aggregating 
approximately $335 million, it will be necessary for the Treasury to issue a 
like amount of public debt obligations to obtain the necessary funds for this 
purpose. It is impossible to determine at this time the character of obligations 
which will be issued by the Treasury or the rate of interest that will be payable 
on such obligations during fiscal year 1960. 


(Representative Patman subsequently wrote to Secretary Anderson 
as follows :) 


CONGRESS OF THE UNITED STATES, 
j House or REPRESENTATIVES; 


Washington, D.C., February 20, 1959. 
Hon. Rosert B. ANDERSON, 


Secretary of the Treasury, 
Department of the Treasury, 
Washington, D.C. 


Dear Mr. Secretary: Thank you for the information concerning the proposed — 
exchange of mortgages by FNMA for certain Treasury bonds, provided in ‘the 
letter of February 19, 1959, from Assistant Secretary Robbins. 

Certain points about the proposed exchange remain unclear. I am anxious 
to have a complete understanding of these transactions made available to the 
public through the published ‘hearings of the Joint Economic Committee on the 
President’s 1959 Economic Report. I would appreciate, therefore, a prompt re 
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ply to the additional questions attached herewith. In order that publication 
of the hearings not be unduly delayed, may I have your reply by noon, Tuesday, 
February 24? 
Thank you for your assistance. 
Sincerely yours, 


WRIGHT PATMAN. 


AppITIONAL QUESTIONS CONCERNING THE PROPOSED EXCHANGE OF MORTGAGES BY 
FNMA For CERTAIN TREASURY BONDS 


1. In the answer to question 1, you show the distribution by type of holder 
of the currently outstanding $5,550 million of 2% percent Treasury bonds, in- 
yestment series B. As reported in the budget, only $335 million of FNMA mort- 
gages are to be offered in exchange. Since only a small fraction of the total 
2%-percent Treasury bonds, investment series B, will be accepted in exchange 
for the FNMA mortgages, wouldn’t it be necessary to choose among the present 
pondholders those to be eligible for the exchange? Which of the present holders 
of the 234-percent Treasury bonds, investment series B, will be selected to en- 
gage in the proposed exchange? How will the selection be made? 

2. In the answer to question 4, you indicate some uncertainty about the man- 
ner in which the bondholders will record the FNMA mortgages acquired in the 
exchange. Yet you state that your best estimate is that the revenue loss will be 
insignificant. Im order to make a revenue estimate, don’t you have to make 
some assumptions about the class of bondholders whose bonds will be accepted 
in exchange for the FNMA mortgages and, moreover, some assumptions about 
the basis of the bonds in the hands of these holders and the basis of the FNMA 
mortgages in their hands? Since these respective bases will determine in large 
part the immediate tax consequences of the transaction, shouldn’t the question 
of basis for the FNMA mortgages acquired be of considerable concern to the 
Treasury? Isn't thé Treasury in a position to issue a ruling setting forth the 
basis to be used? If not, shouldn’t the Treasury seek legislation to insure that 
no tax loss will result from the transaction? 

3. What is the volume of the VA-guaranteed 4-percent mortgages now held 
by FNMA? What is the maturity schedule of these mortgages? Which of 
these would be offered in exchange for the 2%-percent Treasury bonds? 

4. The answers under questions 2, 3, and 4 suggest the possibility that the 
exchange will be treated by the present bondholders as a straight par value 
dollar-for-dollar exchange. In other words, for each par value dollar of 2% 
percent Treasury bonds, investment series B, given up, the present bondholders 
will get a par value dollar of 4 percent VA-insured mortgage. According to the 
answer, the VA-insured mortgages are seasoned and have a relatively early 
maturity, whereas the investment series bonds do not mature until 1980, 
callable in 1975, and while nonmarketable, are nevertheless exchangeable for 
1% percent 5-year Treasury marketable notes which are currently selling at 
a 9% point discount. Isn’t the net effect of, the proposed exchange, therefore, 
to give the present bondholders higher yielding assets than they now hold with- 
out any real capital loss (perhaps even witha real capital gain), even though 
they may be able to claim a capital loss or an ordinary. loss for tax,purposes? 

5. The answer to question 8 indicates that in fact the proposed exchange 
will leave the Treasury with the need for borrowing $335 million, just as if 
the level of mortgage purchases by FNMA proposed in the budget were to be 
financed without recourse to additional sales or exchanges by FNMA. Is this 
inference correct? If so, what useful purpose is served by the proposed ex- 
change of FNMA assets for Treasury bonds of a lower yield? 

6. The effect of the proposed exchange, as shown in the budget, is to reduce 
FNMA budget expenditures by $335 million. _The answer to question 8 seems 
to state in effect that the proposed exchange does not affect the real volume or 
character of FNMA operations for the fiscal year. . That is, the proposed net 
absorption or release of investable funds as a result of FNMA operations will 
not be affected by the proposed exchange. Is this inference correct? If so, 
doesn’t it mean that the budget expenditure savings of $335 million is merely 
a bookkeeping savings? 

_ 7. The answer to question 8 also states that the proposed transaction, while 
not reducing the Treasury’s cash needs, will have the effect of reducing the 
outstanding public debt, thereby furnishing the Treasury somewhat greater 
leeway under the present public debt limitation. Is this the major public pur- 
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pose to be served by the'proposed exchange? If so, isn’t the price to be paid 
the possible loss in. tax revenues, the reallocation of interest payments to pri: 
vate holders and away from FNMA, and the very likely net increase in ‘total in: 
terest payments—too high? 

(Mr. Anderson’s reply to the above appears at p. 770.) 

Representative Parman. In Po statement you say that duri 

rosperity a deficit which is’ financed through the banks in itself 
brings inflationary consequences. I agree with your statement and 
I think that we should avoid financing of any kind through banks 
that create money, for the purpose of buying the bonds. ‘I am sure 
that you look with disfavor on what happened the past year when the 
commercial banks had their reserve requirements reduced enough to 
wher they could, without any cost to themselves; by $10 billion 
worth of Government bonds. 

Now, that is about as near interest-free money as you can make 
it, is it not, Mr. Secretary ? 

Secretary Anprerson. As you will recall from Mr. Gable’s. state, 
ment, in the first half of last year there was a considerable merease 
in bank purchases of Government securities. This was at a time in 
which the problem before the country was one of recession. 

It was also at a time in which the Federal Reserve policy was te 
loosen the monetary restrictions. It was ata time in which it would 
seem to me that the expansion of bank credit through this mecha: 
nism was a complement to what we were trying to do. ; 

Now, as one approaches periods of high levels of activity, and 
prosperity, one would not want the same amount of:bank financing, 
and I think that, as Mr: Gable pointed out again, we have met with 
some reasonable success in the latter part of the year in financing our 
debt,outside of the banks. 

Representative Parman. I want to-disagree with: my: good:friend, 
Congressman Kilburn from New York in his statement that’ the 
market money rates are fixéd by the law of supply and demand. 

My personal opinion is, that the Federal Reserve fixes the money 
rates. It is done deliberately: It: did:so over a period of 13 years 
or more when they held the fon -term bond rate at 2 reent. 

The Chairman of the Federal Reserve Board has testified at different 
times that they,can fix the mony,;rate at any rate they want, to and 
hold it there. They can fix it at 2 percent, 214 percent, or 4 percent, 
and they'can hold the rate where they fix it. a 

I think you would have to a that with all the monetary weapons 
that they have at. their, command—open market. operations and. dis- 
count rates—that they are probably right. They could fix the rate at 
any rate they wanted to fix it, and hold it there. 

Would you agree or disagree with that? 

Secretary Anperson. Well, I would say, sir, that the Federal Re- 
serve is certainly an influencing factor. 

I do believe that they are not the sole influence and that the real 
rates are fixed largely by. laws of supply and demand, although in- 
fluenced by the kinds of controls hice the Federal Reserve can have. 


They are influenced by the kind of action which the Treasury finds 
necessary. If; for example, we have a deficit and we have to go into 
the market to finance it, we are influencing the market. in that: we are. 


borrowing large sums of money, 
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We are also influencing it to the éxtent that we lodge our securities 
in the banking system, and I think all of this has to be taken together. 

Representative Parman, Now, Mr. Sécretary, under ‘the law the 
maximum rate that may be paid on long-term Government bonds is 
set at four and a quarter percent. 

Do you contemplate coe Congress with a proposal to raise 
that ceiling in the near future, Mr. Secretary ? 

Secretary ANDERSON. I do not now have any plans to ask for an 
increase above 41/, percent. 

As the Congressman has noted, the rate applies only to bonds. It 
does not apply to certificates or notes. 

Representative Parman. I cannot understand, Mr. Secretary, two 
things: No. 1, why you don’t sell all of your bonds in competitive 
bids, and No. 2, why should you sell short-term bills—90 days or 
180 days to the banks at all when you know a are creating the 
money on the books, and at a currently very high ‘rate of interest. 
For 13 years the rate on bills was three-eighths of 1 percent. Today, 
it is over 3 percent, or at least around 3 percent. You could instead 
work out a policy with the Federal Reserve and with Congress where- 
by you could get your short-term financing needs through the Federal 
Reserve directly, and the interest paid would then flow back into the 
Treasury and save the taxpayers that much money, 

Have you given consideration to that? 

Secretary Anperson. Well, responding to the first question, I do not 
believe that we have a sufficient market capability of financing the debt 
of this size wholly through the auction system. This might be done 
in the big money centers, and as you know, we auction bills every 
Monday. 

On the other hand, if every security were auctioned; it would be 
very difficult for the small banks or the intermediate banks, the coun- 
try banks, to compute and to get in bids. It would be very difficult . 
for them, to make a judgment or to have the capacity for the making 
of a judgment as to what kind of a bid to put it. Ithink if the Gov- 
ernment went into the market and kept open its offerings over a con- 
siderable period of time, that would seriously interfere with corpora- 
tions and municipalities, and States and other institutions who want 
to go to that same market for their funds. 

Gne of the things that concerns me, of course, is the number) of 
times which we have gone to the market) in a year, because each time 
we go into the market we cause it difficulty until our issue is absorbed 
for the rest’ of the corporations and’ municipalities and others who 
want to go to the same market. é 

This is one of the reasons; of course, that I am concerned about the 
structure of the debt. 

Representative Parman. By time is running out, but Ido wish you 
would answer briefly the second question, and that is, have you given 
consideration to selling the short-term bills, even as long as 6 months 
to the Federal Reserve directly and saving for the taxpayérs the 
interest that would be paid? 

Secretary Anprerson. Congressman, let me point out two things: 
No. 1, as'I recall it, the commercial banks only own about 314 billions 
out of the short-term bills, that is, out of about 24 billions. 
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In the second place, it seems to me that if you go to the Federal 
Reserve to market these securities, you would simply be adding to the 
money supply. Now, adding tothe money supply through the Federal 
Reserve purchasing bills would be no different. 

Representative Parman. That is right, but you would save the 
interest. 

Secretary ANpErson. Well, you would be saving the interest on that 
particular issue, but at the same time the addition of Federal Reserve 
credit to this large amount, I think, would be inflationary. 

Representative Parman. Mr. Secretary, may I state that the Fed- 
eral Reserve System could immobilize these reserves. 

Seceretary ANpERsoN. Let me make one observation on that. What 
the Congressman assumes, I think, is that you would immobilize the 
inflationary effect by simply increasing your reserve requirement. 

Representative Parman. There are several ways of doing it—of 
“freezing” the reserves. 

Secretary Anperson. If you freeze the excess reserves by raising 
reserve requirements, you would be immobilizing the inflationary im- 

act to the extent of the secondary effect of the money going into the 
fasking system, so that it would not have a multiple capacity to lend. 
You would not be immobilizing it to the extent that borrowing from 
the Federal Reserve puts this much money into the system. itself, 

Representative Parman. Have you given consideration to it, Mr, 
Secretary? Have you tried to do it in order to try to save interest? 

Secretary Anperson. I have thought of it, Congressman, but I have 
not thought it to be a wise course for us to follow. 

Representative Parman. I think it would be well to ask the Federal 
Reserve to see what they come up with. 

The Cuarmman. Senator Bush. 

Senator Bus. Mr. Secretary, I certain congratulate you on your 
opening statement and I venture to hope that every Member of the 
Congress will find time to read it. 

I particularly call attention to the paragraph in your statement 
where you say the fact of the matter is there is nothing which is more 
positive and more important than fiscal soundness. This isan essen- 
tial condition to our economic: health, without which we can: have 
neither military security nor the adequate provision for other needs 
of Government. A healthy economy is a highly positive objective 
which deserves the support of everyone. 

Now, Mr. Secretary, I have two or three questions here. One of 
them is suggested by my friend Congressman Patman when he spoke 


of the FNMA mortgages, some $350 million. Mr. Patman objects to- 


that sale, apparently, because itis a Government asset. 

I would like to ask you this question: Were not those mortgages 
purchased with the taxpayers’ money ? 

Secretary Anperson. | Yés, sir. 

Senator Busu. They’ were purchased with the taxpayers’ money. 
Now, if you are going to’sell them, what are you going to credit? It 
seems to me you have no authority, no alternative except to credit the 
taxpayers. 


I would like to point out in that connection that far from criticizing 


that move, I think it was a very logical one, and I pointed out’ yester- 
day on the Senate floor that there are some $5,400 million worth of 
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these mortgages already in the Treasury of the United States, and 
that it is a shockingly large figure. ‘ 

When FNMA was originated, it was ne first to provide a 
secondary market for mortgages, an in-and-out account to help the 
marketing of mortgages; it never. was intended that it should become 
a more or less permanent repository of mortgages amounting to 
upward of $5 billion, which.is what it was.atthe end of 1958. 

I venture to hope that you might find even more opportunity to 
reduce that account so as to relieve the taxpayers of the unnecessary 
burden of carrying these very large amounts of mortgages. 

You were out in India, Mr. Secretary, last fall. I notice that the 
Chairman of the Federal Reserve Board was also around that part 
of the world, in the Far East. When he returned he made a state- 
ment in which he said that say people out there in the Far East were 
looking somewhat askance at the United States concerned that it was 
unable to balance its budget and keep its fiscal affairs in order. 

I wonder if you ran into any questioning along that line from the 
representatives of other governments with whom you met out there? 

Secretary Anperson. Yes, I did, Senator Bush. 

A great many of the countries, as I indicated in my statement, have 
a keen awareness of the way in which we manage our affairs, They 
probe very carefully into our budgets and the ways in which we. raise 
our taxes and the ways in which we meet our deficits. 

A great many of the nations observed over the years that we have 
said to others that the way you attract capital is to compete for it. 
If you compete. for capital, capital has to be sure that it is safe; it 


has to be safe from expropriation, it has to. be safe from serious 
devaluation. 


Now, they are punenretiiy Hf course, that we give a role of leadershi 


in maintaining fiscal soundness within our own country, because this 
is the sort of thing which we have been saying to others for a great 
many years. 

Senator Buss. Mr. Chairman, I think we should remember that 
the defense of the free world depends in very large measure upon 
the credit of the Government of the United, States. I believe that 
in making this point, about the absolute essentiality of fiscal sound- 
ness, the Secretary is right when he says that without an orderly 
fiscal procedure in this Government, we actually endanger adequate 
ee security, not only for ourselves, but for people of the free 
world. 

I do not think any year in history is so important in this connection 
as this very one in which we live. Never before have we been threat- 
ened with the mortal danger with which we are now threatened when 
any weakening of our fiscal and montary practices can dangerously 
undermine the security of the United States’ and the free world. 

_I see my time is about up, Mr. Chairman, but my good friend, the 
Senator from Illinois, has very properly emphasized. our concern 
with full employment, and the Secretary himself has emphasized that. 
But I want to ask: Is it not true that if we have an unstable currency 
and if the savers of our country, begin to lose confidence this also 
could have a deleterious effect on employment, because it would slow 
down investment, it would slow down the creation of new plants, the 


extension of present plants, and thus interfere with job-making oppor- 
tunities ? 
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must be a sound dollar and relative stability of prices? 

Secretary Anprrson. Yes, Senator; I believe that, as I said to 
Senator Douglas, when I told him that the principal ‘ingredient’ to 
maintaining a rate of growth that will absorb those that are coming 
into the labor market and provide the widest number of job oppor- 
tunities for those in the market, is to have a healthy economy. 

Now, a healthy economy, I think, depends upon confidence in the 
monetary system; confidence in the way in which we manage ouF 
fiscal affairs. 

Senator Busu. Mr. Chairman, I simply want to say this is the first 
meeting of this committee that T have had the privilege of attending. 


IT am very glad it is presided over by a gentleman who has'a peas 
background, one of knowledge and experience in this general field of 


economics. He has made some of the soundest and most valuable con- 
tributions to our thinking; at the times when this country needed his 
voice, it was the loudest and the firmest and the strongest in defense of 
a sound currency and orderly monetary practice by the Government of 
the United States. 

With that, I think we are very fortunate in having him as chairman 
of the Joint Economic Committee in these very dangerous times. 

The Cuatrman. I want to thank my colleague for these very kind 
words. 

Senator O’Mahoney ? 

Senator O’Manoney. Mr. Secretary, it is always a pleasure to listen 
to you testify. You are frank and you are direct and engaging in your 
personality, so that we get along fine. 

_ Frankly, I am at a loss at this point to discover from the “Presi- 
dent’s Economic Report,” from the testimony which has been made 
by representatives of the Executive, as to what precise policy the 
Executive plans to follow in order to stimulate and expand economic 
growth. 

We hear a lot of talk about stability of prices and sound financing, 
but I am a little bit puzzled in determining what the definition for 
“sound financing” is when I look at the current tables of the prices of 
Treasury bonds. 

In last evening’s Star, February 4, datelined from New York, we 
have a list of all the Government securities and present values. The 
table also shows the net changes which'took place in the market yes- 
terday. In 10 cases out of the total list of securities prices were down. 
The yields on Government securities of all kinds have been generally 
rising, because the public and the banks are paying less and less for 
these securities which the Treasury has to issue to meet the obligations 
of the Government. 

Is that evidence of stability and progress? When do you think our 
bonds and securities will be selling at par’ again? What should we 
do, if there is anything that we can do, to see that they sell at par? 

Secretary Anperson. Senator O’Mahoney, going first to your prob- 
lem of = I would suppose that the Senator is troubled in part 
by not finding specific projects which can be related to a specific in- 
dustry, or to a development of a specific kind, a segment of the 
economy. 


Do you not agree that the condition precedent to full employment 
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I think we are all acutely conscious of the need for economic growth 
and for the purpose of raising our domestic living standards, and 
maintaining a sound defense, and of helping other countries. 

If one looks back at GNP, for example, over the years from 1952 to 
1957, it increased by 15 percent. 

Personal consumption of the same period of time has increased by 
about 21 percent, so that. we have gone well along in trying to further 
the true objectives of an economy, and that is providing the things 
which people want for better standards of living. . 

Senator O’Manoney. But, isn’t it true, Mr. Secretary, that con- 
sumer credit has been expanding just like Government borrowing has 
been expanding? 

The table which we have in the “Economic Indicator,” on page 28, 
entitled “Consumer Credit” shows that in 1939 total outstanding con- 
sumer credit amounted to $7,222 million, that there was a steady 
increase in the succeeding years, _ 1948, it has risen to, $14,398 mil- 
lion, In the next year, over $17 billion. And the next year, over $22 
billion, and so forth, on down to 1957, when it was $44,774 million. 
As of November 1958 it was $43,464 million. 

Does not that seem to indicate that the large segment of the popu- 
lation, like the Government, is living beyond its actual means, is living 
on borrowed money ? 

Secretary Anperson. I donot believe that one would be in a position 
to judge the extent to which people are bung. beyond their means by 
the rise in consumer credit, and consumer borrowing. One would 


have to have some way of evaluating the soundness of the borrowings 
of the people before you could adequately speak to the point. 


I do think, on the Senator’s other point, that these fluctuations he 
SOC would like to suggest that we look back on this 18-month 

riod. 

a one looks back to the summer of, 1957, the great debates in our 
country were then on economies, 

When the Congress adjourned, it was after a series of efforts by 
everyone to be as economical as possible, We were then talking. about 
avoiding inflation and that sort of thing. 

In a very few,months, that. was by January of 1958, this had com- 
pletely reversed itself, We were ing about a recession, about how 
to get out of a recession, about measures in order to preven the reees- 
sion deepening, and I say, by August or September of last year, we had 
gone the full cycle, and we were talking about inflation again, and how 
to. deal with the national deficit and that sort of thing. 

Markets resend I think, to actual conditions, and they respond as 
well to psychological condiiins and it seems to me that we have, from 
time to time, had exaggerated ideas as to the changes which take place 
in our economy. 

I think the interest, differentials that. you have referred to, have 
made the job of Treasury financing ack more difficult, but: it also 
seems to be that they stem prerly from the changed economic con- 
ditions here through last spring, when we were liquidating inventory 
at the rate of $9 billion a year. 

We were all concerned with stepping up productivity, of getting back 
to prosperity. 
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Then, with the coming of the large deficit, and at the same time the 
realization that you had a turn in the economy, the combination of 
these things, the additions of tensions, such as the problem that oe- 
curred in Iraq, the problem that occurred in Jordan, all had an impact 
in making the market move very rapidly. 

Senator O’Manoney. What are we going to do about the situation? 
We talk of great prosperity. We talk about the termination of the 
recession of 1954. We talk about new revenues coming in, but at the 
same time that we talk about those things, we find our Government 
securities falling on themarket. How can we adjust those two facts 
and imagine that we are in a prosperous condition ? 

Secretary Anprrson. It seems to me again, that the real contribution 
that we can make is to follow a fiscal policy that will give confidence 
to all of our people that we are going to measure, and have prosperity 
in terms of real goods and services and wages. 

Senator O’Manoney. Did I understand, from one of your answers 
to Senator Douglas, that you will ask Congress again this year to in- 
crease the ceiling on the debt ? 

Secretary ANDERSON. Yes, we will. 

Senator O’Manoney. Well, if you have to ask Congress to increase 
the ceiling on the debt, at the same time that the “Economic Report” 
is predicting new and increased revenues, why is it necessary to issue 
new securities and borrow additional cash ? 

Secretary Anperson. This is the very point that I referred to in my 
statement, Senator, that one of the things that troubles us all is that 
do not deal with a deficit purely during the time that you may be 

aving a recession that is in part causing the deficit, but you have the 
peewne of dealing with a substantial part of that deficit after you 
ave turned and moved toward prosperity. ; 

Now, the net effect of what we will be doing over the next several 
months will be stimulating to the economy. 

Senator O’Manoney. Isn’t it a fact, Mr. Secretary, and I think 
this will be my last question, that the Treasury financing policy is 
bringing about a steady increase in the annual rate of interest that 
is paid upon the national debt ? 

he budget estimates the interest on the national debt for the fiscal 
year 1960 at $8,096 million. It was scarcely $6 million back in 1953. 

Here is a steady increase in the amount of money thatthe taxpayers: 
of the United States must pay on the securities that have been issued. 
_ This is steadily increasing, and it is second only to the expenditures 
for national defense set forth in the budget. It doesn’t seem to me 
to be an indication of the program designed to promote the stability 
of the dollar or the credit of the United States. 

Secretary ANpErson. Senator, if I may make two comments. The 
Treasury has to deal with the deficit because the deficit resulted both 
from increased expenditures, and from short falls in its revenue 
collections. 

So, it has become a fact of life with us. We have to go into the 
market and get our money in the same place that other borrowers get 
their money. 

Now, the best way that I would know to make capital available on 
easier terms is for the Federal Government to stop increasing its 
borrowings and if possible, to pay something on its debt. 
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This would be helpful to all borrowers. It would be helpful in 
every walk of life, small businesses and everything of the sort. 

Now, this is the very reason that we do not want to add to this 
problem by creating additional deficits, and we have to go into the 
market and finance. 

Senator O’Manonry. What policy has the executive branch of the 
Government, the Budget Bureau, the Treasury Department, and_all 
others, what policy have they presented to us in this “Economic 

ort” which would be designed to increase the revenue of the Federal 
dovernmunt and to increase the income of the people of the United 
States? I find very few suggestions in the report. 

The CHarrman. Senator Javits, I am very glad to welcome you 
to this committee. 

Senator Javrrs. Thank you, Mr. Chairman, I would like to join 
my colleague, Senator Bush, in expressing gratification for the chair- 
manship of this committee. 

The Cuarrman, Thank you. 

Did you have some questions, Senator ? 

Senator Javits. Mr. Secretary, one thing interests me, and I think 
it would interest the country. 

We have normally accepted it as a dominant faith of the adminis- 
tration that. we want a secure Nation and an effective Nation. From 
all the conversations which have been had on the subject, would to 
now clarify for us whether the administration’s primary faith has 
changed from a peaceful security and effective Nation, to a balanced 
budget ¢ 

Secreta Awnpverson. Senator Javits, I believe that a country that 
is as wealthy in resources as ours, that is as diversified as ours, that 
is as possessed of the skill and the competence of our country, can do all 
those things which are necessary to be done, and it can do a 
many of those things at any given time that are desirable to be done. 

I believe that a nation, ike everybody else, must decide in an 

iven point of time that it will do all that is necessary, and it will 
a as much of the desirable as it can. 

Now, certainly we believe in a secure and a growing country. We 
believe in protecting ourselves, but as a corollary to that, it seems 
to me that we have to have a growing economy; an economy in which 
people have confidence and faith; that the growth is in real terms 
and not in some illusory terms, and that is the thing we try to achieve, 
a sustainable rate of growth under these terms. 

Senator Javrrs. I notice that the presentation of the administration 
is based upon the words “prosperous, peacetime.” The President used 
them. They are used throughout here. 

Do you consider a period in which we are spending 59 percent of 
the budget for defense to the ringing tune of almost $50 billion a 
peacetime ? 

_ Secretary Anperson. Well, it is certainly a period of tension, and 
it is a period during which we have to, in order to insure peace, pro- 
ae the kind of military security that is determined to be necessary 
or us. 

_ Senator Javrrs. Would you say, therefore, that the administration 
Is prepared to call upon the American people, if need be, in the spirit 
of sacrifice or whatever else would have to come from them in order 
to mount an adequate defense ? 
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Suppose we need more money for defense. Are we prepared. to 
ask for it? ) 

Secretary Anprrson. Well, as I have indicated in my statement if 
there develops identifiable, real, requirements for additional revenues, 
I believe that our country would be prepared to make up the difference, 

Senator Javits. We would certainly agree upon putting defense 
in that category. Would we put foreign, economic aid in the same 
category ¢ 

Secretary Anperson. We get into areas of judgment. I think we 
have to realize that we have a system of taxation now that. 1s quite 
burdensome. There would be some point at which there would be 
a serious impediment to additional growth, if you would take mone 
out of the economy for any purposes of Government, and L thi 
that one simply has to be analytical and say put some evaluation vets 
your efforts. Let’s save so much of it for defense; so much of it 
for helping our allies around the world, and so much of it for de- 
veloping our own internal economy, and about all of these, things 
there might very well be divided differences of judgment. 

What we have prepared here, I think, are the judgments that, we 
have been able to arrive at in doing what is necessary for the co 
and doing all that is desirable for the country and at the same time 
livin then our means during periods of prosperity. 

I think if we should not live within our means in periods of pros- 
perity, people would have a right to ask us when can you live within 
your means, 

Senator Javits. I just have one or two other questions. It-seems 
to me, therefore, that from: what. you have said the impression that 
is abroad. is that this whole budget proposition is absolutely. inflexible, 
dollar for dollar, it. just, has to be so many dollars and so many cents; 
that. this really isn’t what you are after. You are after a Princip 
reasonably established within. the field, but. you are not prepared to 
say that.if we exceed this budget by $1 million, it is going to wreck 
the whole business. That is.the impression that the country has got- 
ten, that every penny of this is exactly balanced out, and you can‘t 
move a hair of it without upsetting the whole thing. Is that so? 

Secretary Anpsrson. There might. very, well be, differences, of 
opinion as to what each of the budget items should receive as their 
proportionate share of income of the Government. 

Again, on these things there would be differences of opinion, but I 
do want to make this point—I do not believe that making a proposal 
of living within your, means in times of high prosperity should.ever 
be interpreted as being against some kind of program, or some kind 
of desirable development, or some kind of desirable objective. 

It means rather and affirmatively that this country is going to try 
to be fiscally sound, is going to try to protect. the integrity, of our 
money. | 

We are going to be concerned with the growing number of people 
we are going to depend on:social security. 

We are going to depend on retirees who have.their.savings invested 
zt life insurance, and all the other sorts of things which form a part 
of it. i 

It seems to me that, what we need to think of is that we are affirma- 
tively for a sound, fiscal system, and a sound confidence in. our cur- 
rency. 
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Now, if we are able to maintain it, we will have great accumula- 
tions of capital. Capital will then seek places to invest. It will in- 
vest in means of production. 

As the capital invests in means of production, it makes for more 
job opportunities; it creates more things, both goods and services, 
and people and users. 

It seems to me that we are talking about a healthy economy, one 
that grows in real terms. 

Senator Javits. Mr. Secretary, my time is up. I just want to say 
this to you. I am all with you, in substance, but I differ with you 
on the idea that you are bound with steel chains by the concept of a 
balanced budget. 

I feel that whatever we have to do for defense or whatever we 
have to do in our judgment in the national interest, that we must 
do it. But at the same time, we also have a moral obligation to find 
the means to pay for it. 

The idea OFS running the country on the basis of what is required in 
the highest national interest, and then finding a firm obligation to 
pay your way instead of budget balancing as an end in itself is the 
thing I am talking about. 


As I say, I am all with you and I certainly will pledge to you that I - 


will do my best within the principles that I have stated. 

The Cuarrman. Mr. Bolling. 

Representative Bottinc. Mr. Secretary, the hearings today it seems 
to me to have brought out at least three facts. 

First, that the economy is not expected to regain levels of maxi- 
mum employment and production until the end of 1959, at the earliest. 
Second, the outlook this year is for continued stability of prices. 
Third, the $77 billion budget limit on expenditures has been achieved 
by cutting what, to at least a number of people, seems to be well- 
justified budget requ military as well as civilian. 

In light of this, why should a balanced budget of $77 billion be the 
Sennen apparently, of the administration’s economic policy this 
year? 

I realize you have answered that question at some length. I need to 
ask it in ender to get it in sequence. Will you briefly summarize what 
you said earlier ? Per 

Secretary ANDERSON. May I take it in two parts? 

Representative Botzine. Certainly. 

ong Anverson. One, if one looks at the underlying assump- 
tions in which you arrive at what our revenues will be under the 
current tax structure, I think that they are reasonable assumptions. 

As I pointed out, corporate profits have risen to the fourth quarter 
of 1958, to a level of $44 billion. 

_We are estimating that corporate profits will attain a level of $47 
billion in calendar 1959. 

The personal income has risen in December to a rate of $359 billion, 
and we are estimating that it will increase to $374 billion this year 


on av 
If one ck back at 1954-55, on a percentage basis, we are estimati 
m personal income and of corporate profits and gross nation 
pea A RR i less of a rise in calendar 1959 than occurred in 
at period. 
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I have a table here that would give you the exact percentage figures, 
In 1954-55, the rise in gross national product was 9.5 percent. 

We are now suggesting that it would increase 8.3 percent from 1958 
to 1959. 

The rise in personal income was 7 percent. We are suggesting that it 
would increase 5.8 percent, and so on down the line. _ 

Now, as to the second part of your question the principle, it seems 
to me, is not just expressed in terms of a balanced budget as a state- 
ment, but. it is a statement that we ought to live within our means, 
doing everything that is necessary to be done and everything that 
we can do that is deatealie to be done. 

If we find that there are other really necessary things that had to 
be done, then I think we have to look to additional sources of revenue 
in order to live within our means. But here, Congressman, we are 
at a point when we are at an alltime high of course in gross national 
product; at an alltime high for personal income; corporate profits 
are rising, and if in times like this we cannot live within our means, 
then I think it is very difficult to answer the question of when can we. 

Representative Botting. Mr. Secretary, my pny comment is that 
presumably if we follow the mandate of the Employment Act every 
year we are going to be at an alltime high in all those categories. Cer- 
tainly, each year we are going to be at, an alltime in population. 

Now, are we met to believe, to quote Walter Lippmann: 

By a wonderfully lucky coincidence, the money needed for national defense 
is the amount of money we can afford to spend, if the budget is to be balanced 
and without raising the taxes. 

Is this some miraculous condition that we come out just right? 

Secretary Anperson. Let me make this point—it is very difficult, 
indeed, for anybody to sit down and say precisely what the revenue 
is going to be for this country 18 months hence. 

As the chairman pointed out earlier, I went. into a very elaborate 
statement last year as to the difficulty of this kind of problem. 

On the other hand, the very budgeting process, the requirements of 
the budgetary law are that we make a calculation, as best we can, as 
to what this revenue estimate is going to be. 

I will say that as far as the Treasury is concerned, we have not and 
we do not propose to try to make the judgments of other departments 
of the Government, whether it be the military service or others, as ’to 
what their requirements are. 

We are going to do our best in trying to say that under the» tax 
structure, this is the kind of revenue that we can anticipate. : 

Representative Bo.zine. Mr. Secretary, over a 25-year period, from 
1933 to 1958, the average rate of increase in all prices, as measured by 
the “implicit deflaters of the GNP,” table 5 in the “President’s Eco- 
nomic Report,” has been 334 percent. 

From 1952 to 1958 and from 1957 to 1958, the annual rate has been 
24%, percent, substantially less than the overall rate. 

In light of the slower rate of increase in recent years, why is’such 
are emphasis placed on trying to achieve greater price stability this 
year ? 

Secretary Anprrson. Congressman, as I pointed out earlier, one 
has to look at this thing from the short and long range. 








ECONOMIC REPORT OF THE PRESIDENT 433 


From the short-range point of view, we have a great many factors 
which point toward stability, and I have outlined them earlier. 

On the other hand, one cannot minimize the effect that continued 
budget deficits would have, adding to the money supply during pe- 
riods of high levels of activity. 

Now, it would not seem to me to be the right thing to do to wait 
until you had these great increases in prices, and then to try to attack 
the problem. It would be better to attack the problem during periods 
when you have some price stability and eliminate, as nearly as you can, 
those things which would have inflationary pressures in the longer 
range ahead. 

Representative Botzine. It might also be said, not talking with 
that specific point in mind, but talking perhaps to needs, that it would 
be a good idea not to wait to do something about education until the 
catastrophe had arisen, or to do a little bit more in defense until, 
what some people refer to as a gap, has'been closed. Granting the 
importance of maintaining the stability of prices and the fact that 
we must try to keep inflation in hand for many reasons, I would like 
to draw your attention to the fact that the statistical record shows in 
the 25 years since 1933, prices have increased, again referring to this 
“implicit deflator,” in all but 3 years, and that in the 13 years since 
the end of World War II, prices have increased in every year but one. 

Now, my question: Has this persistent upward movement of prices 
actually done great harm to the economy, and if so, in what respect? 

Secretary ANpErson, Well, I think if one runs down the figures that 
you see, that most of these are sporadic or occasional increases in 
prices, and not those that just come year after ‘year. ‘ 

On the other hand, I would point out that if we allow, for example, 
prices to rise substantially, you are going to have increased cost. in 
all of our operations, particularly to the military operations in which 
you get nothing extra, but you simply pay more for it. If you pay 
more for it, you have to tax more heavily to get the money with which 
to do it, or you have to borrow more heavily. 

_ Now, I would think taxing more heavily would certainly’ be an 
impediment to growth. 

I would think going out and financing deficits continuously adding 
to our monetary supply would create inflationary pressures. 

Representative Bontrne. Mr. Secretary, I would like some indica- 
tion of what damage has been done to the economy in the last 25 years 
when we have had a persistent upward movement of prices. 

We hear a great deal about how wonderful the economy is today. 
Therefore, obviously, it hasn’t been irreparably destroyed by an 
upward movement of prices. 

What is going to happen next year or the year after, that hasn’t 
eae in the last 25 years, with a persistent upward movement of 
prices 

Secretary AnpErson. Well, certainly during those periods, despite 
price fluctuations, we have grown. 

It does not mean to say we would not have had more growth in 
terms of real goods and services had we not had those price increases. 

We are simply trying to evaluate what might have happened if 
there had been no price increase. 

Take, during the 1920’s—we had quite a period of growth, and 
during the 1920’s, we did not have price increases. 
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I don’t think that you necessarily say that you have growth because 
you have price increases, or the price increases are catastrophic. 

We simply want to say that oben growth in real terms, one ought 
to have fiscal soundness and a really healthy economy in which there 
is t confidence. 

_ Representative Bortive. Thank you. Mr. Chairman, I believe my 
time is up. , 

Senator Dovexas. Mr. Boggs. 

Representative Boces. Thank you, Mr. Chairman. Mr. Sec , 
I read your statement. I, unfortunately, didn’t hear it. I was a 
late coming in. I would like to pursue, for just a moment longer, thé 
line of examination of Mr. Bolling. I gather that the whole essence 
of your rama is an attempt to equate a balanced budget with infla- 
tion, or the lack of inflation. How much inflation have you had in 
the fiscal 1959 so far ¢ 

Secretary Anperson. As I pointed out earlier, early in the calendar 
ee was an increase in the cost-of-living index, as you will 
reca 


Representative Boees. I know, but was it, really? Our figures 
show none at all. 


Secretary Anprerson. I think there has been no change in the value’ 


of the dollar since June. 
Representative Boaes. Now, let us go back. The Eisenhower ad- 
ministration balanced the budget 1 or 2 years out of 6. 
Secretary AnpErson. Yes; 1956 and 1957, as I recall. 
Representative Boces. So that he has balanced it 2 years. 
Secretary ANDERSON. Two fiscal years. 
Representative Bocas. Now, how much inflation did you have in 
those 2 years of Government surplus? 


eee Awnverson. Prices in 1955 averaged 114.5; 1956, 116.2; 
1957, 120.2. 

Reputhiatatees Boces. So in both years you had inflation; did you 
not ¢ : 

Secretary Anpgrson. Increase in prices; yes. 

Representative Boees. And in the biggest deficit year of all, namely 
this current period, you have had price stability. 

Secretary Anperson. What we had this:year—the first 5 or 6: months 
we had a recession, and the latter part of the year a movement upward 
toward recovery. 

You see, as I-pointed out in my statement, one of the troubles of 
these deficits is that its effect continues after the recessionary period 


is over, which, in part, — it about, and extends into the period | 


when you got relatively i evels of pr gh 
Representative Boces. Well, I sat on the House Ways and Means 
Committee back in 1941 when we were writing the wartime Price 


Control Act. We had quite a lecture on inflation which went on for 


about 6 months. I gathered that one of the prime causes of inflation - 


is the old business of supply and demand. You have too much 
demand, and too little cates 

Now, in the present economy I know of no situation comparable to 
that. As a matter of fact, we have many, many industries operating 
at way less than capacity. 

I was talking to some of my friends in the aluminum industry 
very recently and I said, “Is this prosperity knocking you over! 
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and they said, “Quite the contrary. We are operating at 71 percent 
capacity, and we are not sure we are going to be operating at that 
igh level next week.” 

t seems to me that there is a lot of loose talk about this so-called 
inflation and I have read pieces in the business journals about the 
“fight from the dollar,” and yet, there is certainly no indication 
that the cost of production is any cheaper in the United States. 

So, this sudden effort to equate over a particular 12-month period 
stability and the peels doesn’t add up to me. From the Keune 
for the 25 years that Mr. Bolling has referred to, and taking each 
year of a balanced budget and comparing that with the amount of 
inflation in prices, I doubt if you would find any great correlation 


ere. 

Secretary Anperson. Congressman, again this is the long and the 
short-range views. 

hao believe that we now have a great many factors which indicate 
stability. 

I am very delighted that we do have them, but I do not believe that 
because they exist, as of this moment, one should overlook the fact 
that financing deficits, particularly in periods of high prosperity, if 
we have a continued growth in the country, would not exert infla- 
tionary pressures. 

Now, there might well be differences of opinion as to how severe 
those pressures are, as to how much they will accomplish, but the 
one thing that we are dealing with is the fact of life itself. The 
other that we are dealing with is the psychological belief of the 

e. : 
ae I pointed out earlier, if one, looks back just 18 months ago and 
if you are out looking at this country purely objectively, you would 
have the feeling that in the summer of 1957 all of our efforts were 
directed toward economy. 

By 1958, all of our efforts were directed toward stimulation, and 
7 or 8 months later all of our efforts are directed again toward 
economy. 

Representative Boces. That leads to another question that Iwas 
going to ask you. 

Secretary AnpErson. You have these wide swings of psychology 
which I think are exaggerated. 

Representative Bocas. But in this effort to equate these various 
‘things, would you equate the greet economy wave of 1957 to the great 
recession of 1958 in any sense C 

Secretary Anperson. Well, it seems to me that in 1957 you had 
a number of things occur. 

In the first place, you were coming £0 the end of one of the biggest 
capital. expansion periods in our history—-1956 and 1957. 

Actually, the, declines came) pretty early in 1957. I think that the 
realization. of these things probably didn’t. come about, or we were 
not conscious of them until somewhere later in the year. 

Representative Bocas. You mean late in 1958 when the administra- 
tion submited its nace estimates, in the beginning of 1958, you 
anticipated a balanced. budget, or rather the administration did. 

Secretary ANperson. We did. 
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Representative Bocas. And you overestimated revenues by $6 or $7 
billion. 

Secretary ANpErson. Yes. . 

Representative Boees. That leads to one other question, Mr. Chair. 
man. You have some tax increases in this proposed budget, do you 
not ¢ 

Secretary Anprrson. Yes. 

Representative Boees. You ask for a penny and a half more on 
gasoline, for instance, and a penny more on postage. Now, you m 
not call that a tax increase, bed the way you figure your budget it 
really is a tax increase so that you will really have how much antici- 
pated: taxes coming on. 

Secretary Anperson. I don’t remember the figures on the 
increase, Congressman. I would like to check our figures, but I think 
what we estimated was $76,500 million from present tax sources and 
$600 million from other sources which would be the other tax measures 
and increased nontax sources. The pos increase would operate to 
cut expenditures by something like $350 million. 

Representative Boss: Well, to put it in another way, an increase 
en of something over $9 billion in the fiscal year. Is that 
right ¢ 

ecretary ANDERSON. Yes. 

Representative Boees. Are you convinced that the current rate of 
growth, of say 2 percent, will produce almost $10 billion of more rev- 
enues this year.as compared to last.year? 

Secretary Anperson. Congressman Boggs, as I indicated we are 
estimating that we will have an increase of something less than oc- 
curred in 1955 to 1956. If one looks at the rates to which both cor- 
— profits and individual income has risen in the last year, the 

ast quarter of 1958, it would indicate a very vigorous recovery. We 
are anticipating that that recovery will continue with reasonable 
vigor. 

In making our estimates, we did not use the most optimistic figures 
we could find, and didn’t use the most pessimistic. e tried to steer 
somewhat of a middle course. 

Representative Boees. Thank you. 

The CHarrman. Mr. Reuss, you have been sitting here patiently 
this morning. Would you conclude the discussion ? 

Representative Reuss. Thank you, Mr. Chairman. 

Mr. Secretary, I was very much interested in your colloquy with 
Senator Bush concerning your travels to the Far East, and Governor 
Martin’s travels to the Far East and the fact that numerous financial 
officials of other governments impressed upon you the necessity for 
fiscal soundness in our Government. ? 


Curiously enough at the time you were in the Far East, I was with 


a Joint Economic Committee group, talking to many central banking | 


officials of various countries of Western Europe. I was struck by the 
fact that most of these fellows held conservative views and plead 
value on fiscal soundness. By and large they thought we were sound, 
but they were deeply concerned that a great country should allow 6 


percent of its manpower to remain idle and a quarter of its industrial 
resources to lie unused. 
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They thought this state of affairs reflected on the prestige of the 
leaders of the free world. I am wondering whether any of the central 
bankers and financial officials to whom you spoke expressed a concern 
about our level of unemployment and the extent of our underuse of 
resources. 

Secretary Anperson. I think the great many of them talked to us 
in terms of, Do you believe that there has begun a real period of 're- 
covery! They were quite aware of the fact that we had gone through 
a recession; that we did have both unemployment and unused plant 
capacity. 

The seesibleig to me was mostly along the line of, Has there been 
initiated a period of recovery which will last, and which will absorb 
the ae who are unemployed and will the plant capacity not used, 
be used ? 

Representative Reuss. I am delighted to hear that the foreign of- 
ficials to whom you talked had the same tale to tell as those to whom 
I talked. They were deeply concerned about unemployment, and con- 
cerned that we put the mass of our unemployed back to work. I would 
have hoped that you and Governor Martin would report the concern 
of these officials more fully. 

Governor Martin, in his Chicago speech, gave the impression that 
foreign officials were concerned only with the fact of our budgetary 
deficit. 

I believe that we have two jobs to do im this country—one, to 
combat inflation, and two, to combat the ‘underuse’ of ‘resources. 
To the extent that this view is shared by officials of foreign govern- 
ments, it ought to be brought to the attention of the American people. 

Secretary Anperson. I think that the Congressman would be in- 
terested to know that a great many people said to me that we are 
reassured by what you have said to us about the increase in the 
productivity and the return to prosperity. 

ca know, there is a time lag in the way statistics get around the 
world. 

Representative Reuss. Another question, Mr. Secretary. I know 
what you are up against in finding enough revenue to cover Federal 
expenditures, to say nothing of retiring some of our staggering na- 
tional debt. 

I am particularly interested in your oil tax program this ‘year; 
T don’t suppose there is anyone in Washington who knows more about 
oil taxation than you. 

In the program, you provide for a 114-cent per gallon increase on 
the gasoline tax. Now that is a tax paid by the family on a Sunday 
outing, or the workman on his way to work, or the small businessman 
on his rounds. 

I would like to ask why your administration, after 7 years, still 
hasn’t done what its predecessor did? Why haven’t you recommended 
et a eee that we plug part of the 2714 percent oil depletion 
oophole. 

Secretary AnpEerson. Congressman, I think one has to look at this 
problem of depletion first from a historical perspective ; in other words, 
originally, the creature of the Congress in 1926, having for its purpose 
the development of a program of exploration, of discovery that would 
add to our oil reserves something more than the increase in demand 
from time to time. 
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It seems to me, historically, that this has worked out pretty well. 
Representative Reuss. But at the moment however, aren’t we in 
position of having to keep out of the country some of the oil dis- 
covered overseas by American companies who took advantage of the 

271% percent oil depletion allowance? 

retary Anperson, Let me follow along by saying domestically, 
in the last 3 years, we have not added as much to our domestic reserves 
as there has been increased demand. 

I think one only has to look so far as the Suez situation to get 4 
realization of the importance of this material from an economic and 
military point of view. 

Now, there is another question too. I believe that over the years 
there has been a whole fabric of depletion written into the tax structure 

Each year, for man P ess Congress has added something until 
we now have 40 or 50 di erent sort of things. It seems to me that in 
an examination into this principle, it should not be just an examination 
to a single commodity, but should be an examination into the whole 
fabric of the depletion system. 

Representative Reuss. The Joint Committee on Internal Revenue 
Taxation of the Congress recently gave me an estimate that elimina- 
tion of the depletion allowance for the oil industry, as well as for 
other extractive industries, would result in a $1.5-$9 billion. addi- 
tion to revenues for the Treasury. . 

I would very much hope that in these times of financial stringency, 
the Treasury would give the matter of adding to the Federal revenues 
its closest study, and I would appreciate your filing with this commit- 
tee an extended answer to my question for incorporation into the 
committee record. 

(The material referred to had not been received by the committee 
at the time the hearings were printed.) ; 

I have just one more question: Generally speaking, it is held that 
long-term Treasury issues are less inflationary in their effect than 
short-term Treasury issues. Would you agree with that general 
principle? , atl 

Secretary Anperson. Well, I think genareyy 1m PEAY, because 
the longer term securities are normally bought by investors. ihe 
are bought by people who have pension funds or some amortized fun: 
of that kind. 

The shorter term investments more likely find themselves in the 
hands of the banking system, and therefore, more inflationary. 
. Representative Reuss. Isn’t it also true that the shorter the. term, 
the more nearly it is like money and the easier it is to.convert. it to 
cash and spend it? . 

Secretary Anperson. I think so. . 

Representative Reuss. In view of the President’s strong instructions 
to all governmental agencies to operate their programs to contribute 
to stability, does the Treasury contemplate the issuance of a larger 
proportion of long-term securities ? 

Secretary Anperson. ‘Congressman, I, can answer that, by saying 
we will issue long-term securities whenever we think we can market 
them ata reasonable price. cada 

Now, there is a classical theory that, you, put, out long-term, securt- 
ties, in times.of prosperity and. that you put out, short-term securities 
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in times of recession. My own experience has been that no classical 
theory is ever wholly operative and that you put out long-term securi- 
ties when youcan. ‘This isa problem that we are concerned about, as to 
whether or not part of the debt can be extended. 

Representative Reuss. Then you intend to put out long-term securi- 
ties whenever you can ? 

Secretary ANDERSON. Whenever we think the market will accept 
them. 

«goa yp Botiine. Senator O’Mahoney, did you have some 

uestions 
; Senator O’Manonery. Yes: Mr. Secretary, I know we all have to 
go and I don’t want to take this time unduly, but two recent events 
have caused many inquiries to come to my office with respect to diesel 
fuel being imported into the United States, and some with respect to 
the abolition of the duty on wool brought m from Uruguay into the 
(ihe roles ebodtcthe:dieeal: Sela ing. in th he d 
e story ut the diesel fuel appearing. in the papers the day 
before yesterday indicates that an American camnenid! think it is the 
Commercial ——s Co., is eng by hiring an Italian tanker, 
running Soviet diesel fuel from Rumania. This, of course, points di- 
rectly at the policy of the Cabinet Committee with respect to the re- 
straint of production so as to maintain, as far as possible, the capacity 
of the petroleum industry in the United States to continue to produce 
for the market. . 

I mentioned the other. story about wool. Dealing with that now, 
all the way from Texas ‘on the: south, to Montana on the north, the 
woolgrowers are complaining and the wéol manufacturers are also 
comp. ow ford tl. 

Do you think that we should have an economic policy to prevent 
eee to American industry as appears to be the case in wool 
and oi | 

Secretary Anperson. As the Senator knows, the Cabinet Committee 
is now working on additional programs with reference to the limita- 
tion of imports so as not to impair the capacity of the domestic 
industry unduly. 

As to the specific shipment:of oil to:which the Senator refers, I 
am sorry I haven’t read the story. I missed it in some way, and 
am not in a position toeomi#ient about it. °° HEA ) 9H 

‘Ido believe from the’ standpoint ‘of: the oil industry, that it-is of 
sufficient importance to us both domestically, and certainly from’ the 
standpoint of national defense, that we have a dynamic, expanding, 
healthy industry capable of meeting our requirements in time of war or 


peace. 

. Sehatot O’Manoney) Aré You dware'thatithe State Department and 
the Defense Department; have beenasked to reevaluate the necessity of 
maintaining and keeping our production in the) United,States?, ,. 


Secretary Anperson. Yes, sir; I am. 

Senator O’Manoney. Do you, think that will. be. carried through 
by the end of the month? 

Secretary AnpErson. I thinkso. . 7 

Senator O’Manongy, Would you say anything about the possibility 
of these wool growers and wool manufacturers having the opportunity, 
publicly, to present to the Treasury Department their point of view 

368795929 
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with mespect to the danger they can see to exist from the withdrawal 
of this? 

Secretary Anprrson. Yes, Senator; this particular area of respon- 
sibility at the Treasury is under the jurisdiction of Assistant Secre; 
Flues, who is much more familiar with the details than. I, although 
I will say that I have had calls from, as the Senator indicates, a great 
many of the woolgrowing States, and I know that Mr. Flues. has 
sat down with a great many people to discuss it. The countervailing 
situation is one which, for a number of years, we have had a formula 
by which we measure the applicability of the countervailing duty, 

The Uruguayan Government has, for a number of years, protested 
the countervailing duty and we have said to them the formula must 
be complied with. 

They arenow complying with the formula, 

Under the rules that have existed for a substantial period of time; 
the countervailing duty would be removed. 

Senator O’Manonry. Now, whether or not the formula has been 
changed, I don’t know. Leaders in the wool industry say to me they 
believe the change has not been significant and the danger continues 
to exist. ri 

My question was: Whether in your opinion there would be any 
possibility of arranging an open, public haste where these people 
would appear before the proper _— of your Department, to present 
their caseto you. Imean publicly. ' 

Secretary Anperson. Senator O’Mahoney, not knowing at this mo- 
ment precisely when the effective date of the removal of the counter 
vailing duty will go into effect, I'can’t say. But I will consider it. 

Representative Botiine. There being no further questions, Mr. See: 
retary, we wish to express our gratitude to you for your courtesy and 
patience. s 

The committee will recess until this afternoon at 2:30 p. m.; when 
the witness will be Mr. Gerhard Colm. 

(Whereupon, at 12:25 p. m., the committee recessed to reconvene 
at:2:30 p. m., the same et 0 Om 


AFTERNOON SESSION 


The Cuatrman. The committee will be in order. 

_ Dr. Colm, we are very glad, indeed, to have you here. We appre- 
ciate your willingness to take the time.to appear and present your 
views. , 


Proceed. 


STATEMENT OF GERHARD COLM, CHIEF ECONOMIST, ACCOMPANIED 
BY MANUEL HELZER, ASSOCIATE ECONOMIST, NATIONAL PLAN- 
NING ASSOCIATION ar ® 


Mr. Coum. Thank you, Mr. Chairman. 

It is, indeed, a great pleasure for me to respond’ to the’ request of 
this committee to present my views on fiscal and budgetary policy. I 
do so as an individual economist and not’ as a‘représentative of Na- 
tional Planning Association with which I am connected. ©“ 9 
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I would like to use asa point of departure the “President’s Eco- 
nomic Report for 1959” and the budget for the fiscal year 1960. In 
this connection, the testimony iain been presented to the com- 
mittee this morning and on previous days has also been of benefit 
to me. 

With your permission, Mr. Chairman, I would like, since I did sit 
in this morning, to make some comments at appropriate places about 
the discussion and presentation of this morning, if that 1s. agreeable 


ou. 

Swill in this testimony raise some critical questions about the 
fiscal policies recommended in the “Economic Report.” Such criti- 
cism, however, in no way conflicts with my appreciation for the high 
quality of the professional work reflected in the “Economic Report,” 
particularly in the analysis and statistics of recent domestic and in- 
ternational economic developments. ; t 

If this meets with the wishes of the chairman, I will first discuss 
the employment and product goals for 1959, second, analyze the 
likelihood of accom Snching these goals under the fiscal and budgetary 

licies which have been proposed in various Presidential documents, 

ird, discuss the threat of inflation, and, finally, venture some rec- 
ommendations on fiscal and budgetary policy. 


THE EMPLOYMENT AND PRODUCTION GOALS FOR 1959 


The report expresses confidence in the continued increase in pro- 
duction and employment. This same confidence is reflected in the 
revenue estimates of the budget. The report, however, makes no 


statement about the levels of employment and production needed 
to accomplish the objectives of the Employment Act. The discussion 
of the economic outlook in the report remains vague without any clear 
indication of the increase in employment and production needed to 
approximate “maximum employment, production, and. purchasing 
power.” In this respect, the report fails to live up-to one.of the im- 
portant Feqpirenents of the Employment Act. 
@ 


I may add. here, Mr. Chairman, that this mains repeated: refer- 
ence was made to an alltime high in employment and production, that 
we'can expect for this year and: to the consequence for the threat: of 
inflation and policy derived from that’ expectation. This demon- 
strates that it is not always useful to compare current or expected de- 
velopments exclusively with the past. If the same developments were 
compared or were analyzed.in the perspective of the needed levels 
of employment and production different conclusions would be drawn. 
I think this is an example of the usefulness of this provision of the 
Employment Act. 

In view of this omission in the report it may be useful for the com- 
mittee to have at least one economist’s opinion on “the needed level” 
of economic activity. If an unemployment: rate of 4 percent is re- 

rded as compatible with maximum employment, I would estimate 
that approsimately $500 billion GNP (in 1958 prices) would repre- 
sent a full employment level of production by Pst of 1959. For 
the year 1960 the corresponding figure could be about $520 billion, 
again in 1958 prices. padatiquooss ocd. 

A_ reasonable case can be made that it would not» be ‘a! practical 
goal of fiscal and economic policy to reach the maximum employment 
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level in 1959, for to achieve this goal would require not only’a con- 
tinuation but a speeding up in the pace of recovery which we have had 
from the first to the fourth quarter of 1958. Furthermore, some of 
the present unemployment may be of a structural nature, having re- 
sulted in part from technological and managerial advances made 
ori eae last few years. Programs to facilitate readjustments in 
the labor force and especially in depressed areas may be needed in 
addition to a general rise in production if “maximum employment” jg 
again to be attained. These readjustments require more time thanis 
involved in a cyclical recovery of production. Therefore, ® more 
reasonable goal for economic policy might be to achieve an increase 
im production which would bring us to the full employment level 
by 1960, if not in 1959. In the light of these considerations, I would) 
regard as satisfactory a rate of increase in GNP which would bring 
us to the level of perhaps $470 billion for 1959 as a whole, or about 
$480 billion in the fourth quarter of 1959 (all in 1958 prices), ‘pro- 
vided there is reason to assume that the increase in production will 
continue into 1960 and that measures for promoting the needed struc- 
tural adjustments are adopted. A $470-billion GNP (in 1958 prices) 
would leave us with about 5 percent unemployment in 1959. ie 
That may not be desirable, but if it is the beginning of a long period 
of sustained considerable economic growth, it might be acceptable. 
In any case, Mr. Chairman, whether you with my particular 
views or not I am convinced that.some such discussion of reasonable 
goals, is useful and it is actually required of the Employment Act, 


THE ECONOMIC OUTLOOK 


The “Economic Report” ~~ no estimate of what level of em- 
ployment and production is likely to be reached under the forces of 
the market and in view of existing and recommended policies. ne 
With this omission I have a bit greatersympathies because a forecast’ 
is more hazardous to make than a statement of needed levels. More 
over, the Employment Act/is' less stringent in this respect; it required 
only a statement of “foreseeable” trends. 
owever, the! Secretary of the Treasury has presented a forecast 
which is used for rein revenue estimates in the budget: Ac’ 
cording to his estimate GNP in 1958 would exceed $470 billion. The 
statement of this estimate did not indicate what if mp Re of this 
increase ‘in GNP is expected to be due to a price rise. uming that 
. the price rise would not be substantial during this year, the Treasury's’ 
forecast of the rise ‘in production approximates what I would regard’ 
as a modest but; reasonable goal for the rise in production ae 
ave of the year, provided that the rise can be expected to conti 
one adequate measures for combating structural unemployment 
are opted rs Lilet 
What, then, is the likelihood that these Sapo and’ produc’ 


tion goals can be accomplished with the fiscal policies recommended: 


by the President? if 

This ittee has heard testimony from various witnesses on the 
economic outlook. Some believed that a $470 to $480 billion GNP is 
likely to be accomplished; others apparently have some doubt: ‘This 
goal could be reached if the rate of mcrease in production which, we 
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had from the first to the fourth quarter 1958 would be continued 
shspragherss 1959. _ 

In the examination of the outlook, I will use, therefore, the factors 
which contributed to the economic recovery throughout 1958, and I 
will then ask what the likelihood is that these forces of expansion will 
continue into the future. 

I would like to use this opportunity to make one comment on the 
statement made by the Secretary of the Treasury this morning in 
which he attributed the recovery, apart from the so-called automatic 
stabilizers, primarily to private behavior. If you simply look at the 
statistics of the tremendous increase in gross private domestic invest- 
ment, then it is clear that this increase in the private sector of the 
economy is much larger than what happened to the public economy. 
However, I think this is only looking at the primary and derived 
factors in one aggregate. If we ask what were the factors which con- 
tributed to the recovery, I do think that the increase in Federal pro- 

and particularly also the increase in residential construction 
ue to measures adopted by Congress have payed @ primary role. 

Therefore, in this respect I would think that not only the built-in 
stabilizers but also discretionary policies by the Government have 
played a larger role than was indicated by the Secretary this morning. 

Among the factors which contributed to the rise in GNP during 
1958 were three which are not likely to make the same contribution 
throughout 1959. First, there is the inventory swing from a $9.5 
billion liquidation to a small accumulation of inventories. Even if 
there should be an inventory accumulation of $4 to $5 billion by the 
fourth quarter 1959 the contribution to the increase in production 
would be only about one-half of that experienced during 1958. 

- Second, Federal expenditures for goods and services increased by a 
rate of $3.6 billion from the first to the fourth quarter 1958. i 
made an important contribution to the recovery. 

According to the analysis. presented to this committee last. week by 
Mr. Louis Paradiso, Federal expenditures for goods and services have 
about reached their peak and unless Federal programs currently con- 
templated are changed, these expenditures will not make a aalitan: 
tial further contribution to the rise in GNP. 

Third, outlays for residential construction increased by a rate of 
$3 billion and reached record levels at the end of the year. At best, 
only a small contribution can be ergpente in this category during the 
next year, particularly if tight credit should handicap housing unless 
this tight credit would be offset, for instance, by secondary mor 
market policies or other measures. But I am doubtful if we can 
reckon with a substantial increase in residential construction over and 
above the end of the year level. 

Other expenditures, namely those for consumer goods and out- 
lays of State and local-governments, rose during the year 1958 and 
can be expected to rise further by at least the same amounts. 

And finally, there are those factors, such as business investment. in 
a and equipment and net exports, which did not rise during 1958 

ut which are likely to show some rise in 1959 and 1960. 


If inventory accumulation, Federal expenditure and 
residential construction in the ag, should add BO billion less 
to an increase in production through 1959, than they did through 
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1958, we must ask if it is likely that the increase, for instance, ‘in 
consumption, or in State and local government programs, or in busi- 
ness investments in plant and equipment, and in net exports are 
likely to contribute a correspondingly larger amount than they did 
during 1958. 

Some further rise in consumer expenditures and some incréase in 
capital spending can be anticipated. The question is only whether 
the rise is likely to be large enough to offset the diminished force of 
our first category of expenditures. 

The “Economic Report” underscores the considerable excess capac. 
ity which still existed at the end of 1958, and there is a very instrue- 
tive chart on page 11 of the report demonstrating this. The report 
points out that present business plans indicate that contra¢ 
tion in capital outlays has come to an end. The ‘report 
states that some upward revision in business plans for capital ont 
lays may take place if economic conditions improve in general. This 
view was shared by several witnesses. However, I would not regard 
it as likely that the revision in business plans would be so drastic 
that capital outlays in 1959 and 1960 would repeat the upsurge which 
occurred in 1955 and 1956. . 

Some increase in net exports can be expected if economic éxpan- 
‘sion is resumed in the industrial countries abroad. However, the 
contribution cannot be very large and may become effective only after 
some time. This view is expressed in the “Economic Report.” In 
the field of foreign trade the decline in net exports was not only a 
cyclical: phenomenon but also reflected longer lasting structural 
¢ eee im the balance of payments and international cost relation- 
ships. nc 

My conclusion, therefore, is that reaching the $470 to $480 billion 
gross national product—in 1958 prices—is not impossible but is by 
no means assured under the fiscal policies which are recommended in 
the “Economic Report” and the 1960 budget. | 

The “Economic Report” takes a satisfactory rise in employment 
and production virtually for granted. Although several recommen- 
dations are made for long-range programs in support of economic 
development, budget allowances for these programs are extremely 
small, or, even in some cases, negative. There is a very good state- 
ment in the “Economic Report” on the importance of education for 
economic growth; in the budget you find an item of $42 million in- 
crease in expenditures for education for 1960 which in itself is not 
‘very large in the light of the needs. otal 

But, Mr. Chairman, if you look through the budget document as & 
whole, you find under veterans’ expenditures an item.“Education and 
training” and here is a reduction by $129 million. So here ‘you have 
in the “Economic Report” the statement very wisely pointing out the 
importance of education and of an increase in educational effort for 
long-term growth but the budget document as a whole does not im- 
plement this recommendation. 

It is my i pression that the real concern expressed in the “Eco- 
nomic Report” and reflected in the budget is with inflation. 

By the way, I have been using the term “real” concern which was 
exactly the word used by the Secretary this morning. 
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My analysis, however, leads me to the conclusion that a satisfac- 
tory rate of ~~ cannot be taken for granted, even if modest 
goals are set for the immediate future. 


THE THREAT OF INFLATION 


The “Economic Report” appears to subscribe to the opinion that 
the threat of rising prices may originate both on the demand side 
(too many dollars chasing too few goods) or on the cost side (so- 
called cost-push inflation due to “administered” price and wage rate 
increases in excess of productivity gains). The fact that a reduc- 
tion in budget expenditures is presented as a policy required to pre- 
vent inflation indicates the opinion that an excess demand is ted 
and that, therefore, a policy of fiscal restraint is necessary. the 
other hand, the appeal of the President for restraint by business and 
labor in price determination and wage demands indicates the belief 
in the cost-push theory. 

I want to make quite sure that I do not think holding these two 
views is inconsistent with each other.: One can believe that either 
type of inflation can happen at various times or in combination. 

A subcommittee of this committee has devoted a great effort: to the 
study of this complex problem. Therefore, 1 will present my views 
very briefly omitting needed qualifications. There are available still 
substantial unused plant capacities and labor reserves. Therefore, 
we have still a long way to go before rising demand presses against 
scarce resources which would pull prices up. In other words, I do 
not believe that the danger of an excess:demand is already in sight. 
This does not exclude the ibility that a price rise may be resumed 
after some time again. e shonld not forget that. prices: rose even 
during the recessions when there certainly was no excess demand. 

To combat cost-push inflation effectively by fiscal and monetary 
policy would require measures so drastic that the remedy would 
probably be much worse than the disease. A somewhat milder re- 
strictive fiscal and monetary policy might not be adequate to halt 
the rise and cost rise’'and yet would probably impede a desirable 
rate of economic ‘growth. 

The CHarrman. You changed the word “certainly” to “probably.” 

Mr. Cotm. Yes, sir. 

This committee has heard several witnesses raise the question as 
to whether the ae for the fiscal year 1960 makes adequate allow- 
ances for national defense in the broadest definition for stimulating 
economic development in underdeveloped countries for science, re- 
search, education, training, conservation and development of re- 
sources, urban redevelopment and for pramins needed structural 
adjustments in the country, including aid to the depressed areas. 

_ Viewing these programs in the light of both the critical interna- 
tional situation and the urgent n which we face at home, I am 
personally convinced that a greater effort in several of these programs 
isneeded. Present budget restrictions make sense only if one assumes 
that we cannot afford a ter effort or that a greater effort in these 
programs though desirable would lead to inflation and that prevent- 
ing inflation should be regarded as'the highest priority objective. A 
discussion of a need for a greater effort in the present world situa- 
tion may exceed the competence’ of the economists: However, I be- 
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lieve it is incumbent on the economists to stress with all possible em. 
phasis that we have the productive resources for a greater effort and 
that the present and foreseeable economic situation does not uit 
ne need to limit high priority programs in order to prevent deman 
inflation. 

The report makes no recommendation on monetary and credit 
policy except by referring to “the pursuit of appropriate monetary, 
credit, and debt management policies.” 

I regard this as another omission, which is not in accord with the 
intent of the Employment Act. Bo 

The “Economic Report” makes recommendations to the Congress, to 
business, to labor, to State and local governments, and to the consumers, 
Now, they all are certainly not depending on the executive branch, 
Yet recommendations are made. Oni the one area of credit and 
monetary. policy is left out, — for the one phrase which I quoted, 

From the concern expressed ri administration with inflation 
and from expressions of opinion by members of the Federal Reserve 
Board, one might guess that “appropriate monetary and credit policy” 
means in this context a restrictive credit policy. 

Thus if arcane p Sra threat of inflation is given first priority i 
the formulation of land monetary policies, we may fail to dl 
a reasonable objective of economic growth. I am referring oe 
the $470 to $480 billion GNP in 1959 and to the $500 and $520 billi 
in 1960. loti 

Addressing myself specifically to the 1960 budget, I would not quar- 
re] with the revenue estimates and the underlying economic assump- 
tion but wonder if these assumptions and the related revenue estimates 
are consistent with the expenditure policies of the budget and the 
monetary policies which appear to be in store. india 















SOME CONCLUSIONS ON FISCAL AND BUDGETARY POLICIES 


The revised 1959. budget figures indicate a $9 and $11.5 billion in- 
crease over 1958 in the expenditures of the administrative and cash 
budget respectively leaving about.a $13 billion deficit in either ac- 
count. The 1960 budget recommends a reduction in.expenditures from 
the 1959 budget by $3.9 billion and $2 billion in terms of the admin- 
istrative budget and cash payments respectively. . Both accounts show 
a small excess of receipts over expenditures. 

This committee is aware of the fact that some of the reductions in 
expenditures do not represent real program reductions but result 
from sale or exchange of financial assets and other bookkeeping 
procedures. Kg 

I remember that’ Co: an’ Patman asked some questions—— 

The Cuarrman. Dr. Colm, are there any other instances involving 
the sale of assets besides the sale of $335 million.of mortgages? 

Mr. Gone. There we ae See salle ip. sale of ieee e Sh sag 
t of mortgages and of loans e Export- rt ‘ 

he CuarrMan. The Sesint-Tmporr Bank? oe 

Mr. Coum, Yes. | E i 

The Cuartrman. In other words, the sale of $600 million is in addi- 
tion to the sale of $335 million by FNMA ? ‘ 

Mr. Corm. The FNMA is $335 million, the college housing loans 1s 
$50 million, the Exmbank loans, $234 million, é 
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The Cuareman. I see. 

Mr. Cot. For a total of $619 million: 

The Cuarrman. Thank you very much. 

Mr. Cotm. Without these special transactions the budget would 
show a deficit instead of a surplus. 

Mr. Chairman, this morning it was said that the budget balance 
is the cornerstone of our fiscal soundness. I have the feeling that this 
corner consists more of quicksand than of stone. Also, the Govern- 
ment’s guarantee and insurance p which are not reflected in 
either the administrative or cash bu are likely to have a similar 
effect on demand as programs refle in the budget.' While the net 
budget expenditures for the major Federal credit programs in 1960 
show a reduction of $4 billion below the 1959 budget, estimates for 
loan guarantees and insurance are scheduled to increase by’ $3.3 bil- 
lion. ‘So you have a reduction for the same programs. inside the 
budget and an expansion in the ee items outside. the 
budget of $3.3 billion. ‘This indicates that a mere comparison of 
budget ne and budget balance from year to year does not 
tell the full story about the economic impact of Federal transactions. 
Considering not only the conventional budget’ but also the trust’ ac- 
counts and the guarantee and ‘insurance p s and making allow- 
ance for joes increases in the cost:of Government ‘services and 
products, I would guess that on balance the Federal programs as pro- 
posed in the 1969 budget imply approximately a continuation of pres- 
ent levels of activity. L dud 

This, by the way, is based on expenditure estimates; at’ least for 
the longer lead items in the defense area we should also:look’at‘the 
obligations which reflect contracts.; Perhaps.I might, mention. that in 
defense procurement; expenditures are scheduled:to risé by $200 mil- 
lion but the obligations which’ reflect contracts let are scheduléd tobe 
reduced by $600 million. °°.’ et ee 

However, a conclusive judgment would require more study: of. the 
budget document than I have been able to do during these last. few 
weeks, Nevertheless, I think it is safe to say that the budget in 
1960 represents at least’a leveling off in‘ Federal Goveriiment' outlays 
and that would mean that these programs will cease to make 4 positive 
contribution, to further economic expansion during the year 1959. 
In spite of the existence of substantial unused resources, both human 
and material; I would not recommend the adoption of'a broad’ anti- 
cyclical expenditure ‘program, or tax reduction at ‘the present time. 

,would, however, recommend that’ the Congress’ examine ‘the various 
high priority éxpenditite programs on their merits: If, after evalu- 
ating national priority requirémenits, program revisions should result 
in a relatively small incréase in’ expenditures’ for fiscal year ‘1960, let 
me say something of the order of magnitude of $2° or’ $3 billion, I 
would not believe that an in¢réase in taxes’ would’ be needed to counter- 
act a threat of inflation. If, however,, the international’ situation 
should require a much’ larger increase in eta then I do be- 
lieve that an incréase in taxes should be considéred. | 

T'agree' with those witnesses who have recommended ‘tax revisions 
even if no general tax ‘incredse should be needed. I’ personilly’ be- 
lieve it would be highly desi 8 if some of the unrealistic top tax rates 
on individual incomes would bé lowered and if loopholes and exemp- 
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tions in individual income and estate taxes could be, reduced. .. That 
would result in a net increase of yield. 7 
A general increase in tax rates under. present; or. even. slightly; in. 
creased programs would, in my opinion, impair the chance of achiey- 
ing a desirable rate of growth. We should aim at the budget, balance 
or a budget surplus in years when demand has risen to the point where 
scarcities appear and tend to drive prices up. This situation has not 
yet arisen, and is not in sight, ny 
An apprehensive driver who steps on the brake as,soon as.the: peak 
of the road becomes visible on the horizon may never make. the, peak, 
I admit this matter of timing is a very difficult. one in driving and/in 
formulating a budget.. The decision will depend in the last analysis 
on the appraisal of the risks involved in either stopping too early.or 
aeprins too late. i 
nder present conditions I feel that greater than the danger.o; 
demand inflation is the danger that a too restrictive fiscal and monetary 
policy may prevent us from using our productive resources for the 
urgent tasks which must be fulfilled. In a critical period of.com- 
petitive coexistence, a free and democratic society can survive only 
if it proves its worth by superior performance. 
The Cuarman. Thank you very much, Dr. Colm, for your paper. 
It was very interesting. Congressman Bolling? : 
Representative Bottine. Dr. Colm, there are many questions that I 
would like to ask in the way of expansion on specific points, and other- 


wise, but I am much intrigued by two “provides” that appear in your 
statement. 

You say: 

In the light of these considerations I would regard as satisfactory a rate of 
inerease in GNP which would bring us to the level of $470 billion for 1959 as a 
whole or about $480 billion in the fourth quarter of 1959 (all in 1958 prices) 
provided there is reason to assume that the increase in production will continue 
into 1960 and that measures for promoting the needed structural adjustments are 
adopted. é 


then : 


Reasonable goal for the rise in production over the average of the year, pro- 
vided that the rise can be expected to continue and that measures for combating 
structural unemployment are adopted. 

I do not want to put words in your mouth. But do I gather that, 
this means that you think that it is ible that we will reach this 
reasonable level of production of $470 to $480 billion in this year and 
then perhaps just level off or flatten off? 

Mr. Cota. Mr. Bolling, I think there is a ibility that that nigh 
happen, and I think present policies should aim not only at. 1959 but 
should aim also at’giving support to economic growth beyond that 
period. I think it is more important to embark on sustained economic 
growth than to push now as far as we can and then perhaps relax 
afterward. a, : 

Representative Bortinc. Then, if I correctly assess the meaning, of 
your whole paper it is that, in effect, the present policies.are Vcecinta 
to meet a situation that does not really exist, that is, an inflationary 
situation that does not really exist at present, and that those policies 
may or may no achieve even a very modest increase in growth, in this 
particular year. They may or may not achieve full employment but 
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they certainly do not give any hope of a continuing' modest. growth. 

Mr. Coum. Yes, sir. 

Representative Bonne. I will pass. 

The CHarrmMANn. Congressman Reuss. 

. Representative Reuss. Thank you, Mr..Chairman. 

Dr. Colm, you point out that the report unfortunately makes no 
reference to the kind of monetary and credit policy which the President 
and his economic advisers think we ought to have. However, it is a 
fact, is it not, that for some months now the Federal Reserve has been 
applying a so-called restrictive monetary policy. 

ie i Mildly restrictive, yes, sir. | 

Representative Reuss. Perhaps you can recall for me just what 
the Federal Reserve has done. Did the increase in the. rediscount 
rate occur in November ? 

Mr. Coitm. They increased the discount rate I thinkin October... On 
Getahon ~ there was an increase from 2 to 214 percent. That was on 
October 24. ; " 

Representative Reuss. Could the three kinds of Federal Reserve 
monetary policies be distinguished. as restrictive, Sapeennits and 
neutral ? ill you accept that rough categorization 

Mr. Coutm. Yes, though I think neutral is more a line than the 
category. 

Representative Reuss. More a line than—— 

Mr. Cot. It is just a line, a sharp line more than a broad category. 

Representative Reuss. Yes. 

I know from your testimony that you think a restrictionist policy 
is not well advised at the present time. Do you believe that an ex- 


pansionist monetary policy is preferable to a neutral monetary policy ? 
Mr. Cotm. I think I would still prefer a mildly expansionary areas 
policy. 
Representative Reuss. Thank you. 
I would like to discuss further the the question raised by the chair- 
man on the proposed sale of assets by the FNMA and the Eximbank. 
anal 


As I understand it, it is that the Eximbank, which now 
has in its portfolio loans of varying maturities, offer these for sale. 
Won’t this practice prove to be expensive for the taxpayers? First: 
At present with rising interest rates, long-term securities issued. when 
rates were lower, are subject to large discounts. They are selling not 
¢ fae oF at premiums, but at 90, 80, or 70, depending on the quality 
of the loan. 

Is it fair to the American RORBANNES to sell assets at a time. when 
the price of assets is relatively low? Would the taxpayer not be 
best off if they were held either to maturity or until the market for 
investments is more favorable? 

Mr. Cotm. Yes; I think that might be. 

In the case of the mortgages, I am not quite sure what “sale” really. 
means here because the way I understand it, in part it is intended as 
swapping Government bonds for mortgages. There are financial insti- 
tutions’ holding certain’ Government’ ‘bonds which now have value 
below par. I think the idea is to exchange these bonds against some 
of the mort 

Now, since both mortgages and bonds are below par I do not know 
quite how we come out because they are below par on both sides of the 
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balance sheet. Insofar as the financial] institutions are taxpay 
which is not true for all of them, they have a gain because they will 
realize a capital loss for tax purposes, without really having to take 
a loss on the substance of their capital. re 

Mr. Reuss, I did try to get’a little bit more information about that; 
but I am still pretty much in the dark and was very happy to sée that 
the Secretary of the Treasury was asked this morning to provide more: 
information for the record. My impression is that it has not yet been 
spelled out quite in detail as to how it will be done. 

Representative Rruss. I certainly think a more detailed story is 
necessary. If the Eximbank niust sell paper, let us say, due in 3 years, 
80 cents on the dollar—at a sheriff’s sale price—rather than wait'the 
3 years to collect 100 cents on the dollar, it is not a very good deal for 
the taxpayers. 

Second: the Exim fund is a revolving fund. During the last/2 or3 
years, a third of a billion dollars net, have been added each year; in’ 
order to expand the loan program. In this year’s budget, I notice 
that the Government, far from putting money into the Eximbank; ac- 
tually plans to withdraw $6 million. ) 106 
Mr. Cotm. $6 million. It is a reduction by $250 million from‘ last 

ear. , ; ) ig 
: Representative Reuss. Yes, sir. Now, doesn’t this defeat the ‘prin: 
ciple of a revolving fund? Tf ‘you hoek’its assets, isn’t it going to 
cease to' revolve, and isn’t the taxpayer going to have to dig very deep 
into his pockets in a couple of years to compensate for the sale of the 
assets this year? Is that a fair ‘statemeént of what: would ‘happen? 

Mr. Cor. “I think'so; Congressman Réuss?")) 9° oon 

If I’'may make one comment; which Has occurred'to me this nei 
if I am ‘not mistaken the same ‘transaction-in Great Britain ‘woul 
appear under the line and would not affect the operating budgets 
or a deficit. This leads to the whole quéstion of how certain ¢apital 
transactions should be ‘treated’ in the budget.*~I feel‘ this is a demon- 
stration that having in the budget operatmy figures and ‘such capital! 
transactions all in one aggregate and then’ adding them up with ‘what- 
ever net comes out, in this case for the’ Eximbank a plus of $6 
million, that that’ really does not‘ make much économie’ sense: Per! 
haps’ some other ‘budgetary arrangement’ would’ be preferable: If 
such capital transactions are only shown below the Iine they ‘would 
not affect the budget results.’ This would’ assure that sich’ trans’ 
actions are made only if es are desirable on their own merits and 
not used just for influencing the budget balance: ; eee 

“Representative Revss: I havea final question. Toward the! end 
of your ‘paper, you- discuss the possibility of increasing the most im+ 
perative expenditures to the order of $2''or $3 billion, ‘and you 
state— ’ . 


I would not believe that an increase in taxés would be needed to counteract a 
threat of inflation. ; : + 


You say later that you agree with those who think this is a, good time 


to close tax aepheless one I ot aes, to be pores in. this 
group—even though incurring a illion deficit would not, in your 
opinion, add appreciably to inflationary dangers because of the slack 
in the economy. ; | ‘aN 
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Don’t you think that there is no) better time than the present to 
close some of these tax loopholes? We could-avoid running'a deficit 
and even, possibly, start repayment of portions of the: national debt 
to reduce the lerge annual national interest burden. on the national 
debt. Don’t you think this might be good governmental policy ? 

Mr. Cotm. Mr, Reuss, I think improving the structure of the tax 
system, from both an economic and equity point of view, is always a 
desirable objective. I would not recommend doing it at this moment 
in order to put a damper on private seen ae. See That means 
from a cyclical point of view, I do not think that ‘absorption of pur- 
chasing ‘power is a desirable policy when we are still running 25 or 
30.:milhon below a maximum employment level... oo FO 

Representative Reuss. Yes, but aren’t there: numerous tax loop- 
holes, the plugging of which would not ‘result in diminished: purchas- 


wer | 

_ r. Cotm. I think that is true, Mr. Reuss, and this raises, of course, 
this whole question whether a small budget surplus or-bu deficit 
in. itself is either inflationary or deflationary.: I think this morning 
some figures were quoted showing that we hada price rise at 
times of budget surplus and price reductions in periods of deficit. ‘I 
think you are quite right.. We should look at the likely effect of the 
changes, both on the expenditures and tax side and it might be! that 
some closing of loopholes may have very little detrimental:effect on 
purchasing power. 

‘When you said, is this not the best’ time to have the — then 
I.only can say perhaps it is if the budget. surplus’ is’ achieved: by 
measures which do not. negatively affect, purchasing power; then 
it would do no harm, but I do not think this is a particularly good 
time for using increases in taxes for dampening purchasing ‘power. »:I 
think we nae more growth. lev 

Representative Reuss. I surely agree with you on that last:remark. 
Th ‘ou very much, Dr. Colm, and I thank the: chairman. : 

The CuHamman. Mr. Bolling, have you another question? ©, 

Representative Botxine. I would like to find this out. ; Could :some- 
body tell me what the national debt: was in the: year 1948? Do we 
have that somewhere ? 

Mr. Cotm. $252 billion—$2538 billion. 

Representaive Bontine. Now, looking at 2 of the) current 
economic indicators, one hears a great. d t the overriding 
danger of the national debt. Looking at page 2, $252 billion was the 
national debt. 

Mr, Coum. $252.9 billion. 

eee tative Bottine. That was in 1948? 


Mr, Coim. mete eas 

Representaive Botzrne. I note that on page 2 of the current eco- 
nomic indicators the GNP in 1948 was $259.4 billion and today the 
national debt is—— 

The Cuatrman. $283 billion. 

Representative Boniine. $283 billion and the GNP—I do not know. 

The Cuarrman. $440 billion or—— 

Representative Boniine. $440-some. 

The Cuamman. $455 billion: 

Representative Borzrne. $455 billion. 
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Well, in your opinion, Dr. Colm, is the present size of the 'na- 
tional debt an economic point of view, from the point of view 
of the health of the economy, a matter of very serious concern? J 
recognize it has many significances, but I mean is it a real threat 
to the survival of the American economy ? 

Mr. Cotm. My answer would be definitely no, but only because you 
gave in your question the necessary qualifications. It is not a threat 
to the survival of the American economy, 'but it has great significances 
for many of our policies. It is something to be reckoned with, 
Therefore, I would say it is not a threat but it is cota of which 
we ought to be aware, particularly in connection with credit policies, 
Of course, it depends on who owns it, and many other factors of 
which you are well aware. 

Representative Bouiine. Its real significance, then, is in how it is 
handled ? 

Mr. Cotm. How it is managed. 

Representative Bottrne. Thank you, Dr. Colm. 

The Cuarrman. Dr. Colm, I have been on the floor of the Senate 
much of the day and there has been a running fire debate over there, 
the gist of which from one side of the aisle is that whenever you have 
a Government. deficit..this, of necessity, creates inflation and a rise 
in the general. price leyel. I wondered if you would analyze: that 
statement briefly. Under what conditions might it be true and under 
what conditions might it not be true. 

Mr. Cotm. Senator, first, the historical record speaks against that 
notion, that there is a mechanical relationship between deficit and 
price level. That statement is not borne out by any facts. And 
think, also, a theoretical analysis would not suggest any mechanical 
relationship. 

First, the price rise or price fall is the result of many factors in the 
economy. From that point of view, the issue of stock by corporations 
or private consumers going into debt has exactly the same effect on 
the price level as the spending and receipts of the Treasury.’ So it 
certainly depends on every other factor. 

We are having now pa Hr the largest in peacetime and we have 
a relatively stable price level, because of the other factors in private 
consumption and business investments. - 

In other periods when you have a great upsurge in consumer buy- 
ing on credit, and business investment financed by outside capital, if 
in such a period the Government incurs a deficit, it may add to the 
inflationary pressure, as was the case at the outbreak of the Korean 
scare buying period and as we certainly had during the period after 
the end of the Second World War. | 

The Carman. Dr. Colm, suppose the deficit (a) is of an appreci- 
able size and (6) is financed either by an issuance of paper money by 
the Government or by the creation of demand deposits by the bank- 
ing system and then suppose, (c) with velocity of credit constant but 
with an increase in the quantity of the monetary medium greater than 
the increase in-physical production. Under those conditions you will 
get a rise in prices, is that not true? 

Mr. Com. We have a rise in prices which may not last, whether 


it lasts or does not last depends on the responsiveness of supply be- 
cause if there is idle capacity—— 
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The Cuarrman. I understand. 

Mr. Coum. We may have a small price rise but we get more pro- 
duction. 

The Cuarrman. I am saying that if velocity is constant and the 
increase in the quantity of the circulating medium, whether money or 
demand deposits, is greater, or at a greater rate than the increase in 
production or the quantity of goods and services to be exchanged, 
under those conditions you will get a rise in prices, would you not? 

Mr. Comm. Yes. 

The Cuarrman. If the increase in the production of goods and 
services keeps pace with any increase in the quantity of money and 
credit then the two cancel each other out roughly and the price level 
will be relatively steady, is that not true? 

Mr. Cotm. Yes, only—— 

The Cuarrman. Then assuming velocity to be constant—— 

Mr. Cotm. Senator, you said assume velocity is constant. Now, I 
agreed with your statement—— 

The Cuarrman. Yes. 

Mr. Cotm. But I'think before you reach a final conclusion you also 
want to examine your assumption. 

The CuatrMan. I understand. I was using logic rather than 
history, so to speak. 

. Now we had some puzzling behavior in 1955, 1956, and 1957, as I 
remember it, roughly. There was not a great increase in the quantity 
of demand deposits and currency, not a great increase, but there was 
some increase in prices during that period which could only be ex- 


pared under the quantity theory of money by an increase in velocity. 


that not true? 

Mr.Coutm. Yes. 

The Cuatmrman. Do you think that the rise in the interest rate con- 
tributed to the increase in velocity? The interest rate was increased 
in order to dampen down the increase in the quantity of credit but it 
has occurred to me that by making the holding of inventories more 
costly it may actually have speeded up the turnover of goods and 
increased velocity and, therefore, while the Federal Reserve was 
guarding the front door against an increase in the quantity of the 
circulating medium, in through the back door may have come the 
increase in velocity, and, hence, the rise in price levels. Now that 
is ap a surmise. ‘Do you have any opinion on that, sir? 

r. oe No, I have not. 

The Cuairman. Would it be interesting to run it down? 

oy Cotm. It is a very intriguing hypothesis that I would like to see 
tested. 

The Cuarrman. You have a very sharp mind on that question. 

Now. I would like to ask some questions on debt management, if I 
may, if this is a subject in which you have prepared yourself. 

Mr. Cotm. Very little. I do not claim to be an expert on that. 

The Cuarrman. I would have asked the Secretary and his assistant 
but the time for questioning had passed. 

Had you followed the handling of the debt at all ? 

Mr. Renita Not closely, Senator. 

The Cuatrman, Has your assistant? 

Mr. Heuzner. No, not on that score. 
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The Cuamman. I would like to find, out what; margin, if any,is 
required on the purchase of Government bonds and particularly, short- 
time Government payment. Do you know that? F 
Mr.Coum, I did not. get that. ot 

The Cuairman, What, margin do the pegple who buy or the traders 
who buy Government bonds have to,put up, 1 on wre 

Mr. eer Well, Mr. Helzner has.whispered 5, percent, in my, ear, 
I remember the current issue of Fortune, magazine has a, very. con. 
structive article, and I think they do say that as a matter of, practice a 
5 percent.margin is used. , i 

The Cuamman. The margin on stocks is 90 percent now. 

Mr. Cou... Yes. 

The CuarrmMan. The margin on Government bonds is 5.percent? 

Mr. Cota. I think so, at least as a matter of practice. 

The Cuarrmman, Has that 5percent always prevailed ? 

Mr. Cotm. My information comes from a, Fortune magazine article 
and that was my impression, that that_margin.is,not, being changed, 

The Cuarman. This is a very interesting question. 

The Secretary this morning, mentioned \and his assistant. mentionéd 
the desirability of checking speculation in, Government; bonds.or re- 
ducing speculation in. Government bonds..!,That is more, accurate, 

Now one way of reducing speculation in stocks is to- increase. the) 
margin. Have you given any thought to the possibility of increasing 
the margin on the purchase of Government. bonds? 4 

Mr. Coum., No, sir. .I have heard the argument but also I am con- 
vineed the market for Government bonds is different. You have just 
a handful of dealers. p | 

The Cuarrman. The stocks are much more risky, for example, than’ 
Government bonds, and, therefore, need a wider margin. » 1 } «!/ 

Mr..Coim., Here you have a large professional group dealing with 
Government securities, and I think the situation is not quite compara- 
ble to that. of stocks. 

The Cuamman. I, spent several.days. in the so-called open market; 
room of the New York Federal Reserve Bank, which.is the fiscal agent 
of the: Treasury, and which also manages the. open market accounts, 
for the Federal Reserve. In the purchase:and sale of Governments: 
on the reserve account the bank dealt with each trader individually. 
Hach specialist would have a separate telephone, and the connection 
was with the group or the trader at theother end of the wire, but there 
was no central floor or place to deal. . wn 

Would you think that possibly the open’ market’ operations should 
be conducted on the model of the New York: Stock Exc are 

Mr. Coum. I believe the Chairman is much better informed than I 
am. -Lhaveno.opinion. 

I would like, before we are through, to make one more eommelit. 

The Cuarrman. Yes. i 

Mr, Cotm. At an appropriate time, I) would like to comment on an 
aspen discussed. by the Secretary of the Treasury this morning. . 

he Cuamrman. Yes; I would like to have you mention that. 

Mr. Corm. Listening to the Secretary I found there was one under- 
lying theory in his position with respect.to the threat of inflation: |, I 
leave aside what talking about that threat did last summer; I think 
it had something to do with the drop. in the Government security 
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market and the stock market boom. Too much scare talk about in- 
flation was not always without consequences. 

The Cuarrman. May [interrupt there? 

Mr. Cotm. Sure. it a 

The Cuatrman. I wanted to say this to the Secretary but we did 
not have time. I hope it will be proper for me to say it now. 

Let me say that I believe! in people being permitted to say what 
they think, and that this applies to governmental officials as well,as 
to citizens and Congressmen. 

I did somewhat smile a few years ago in 1955 when some of, us felt 
that the stock market had risen probably too rapidly and we anaes 
an inquiry into stock market.prices, and I can well remember Secretary 
Humphrey coming down, and, in effect, denouncing |us. in the coldest 
and. most icy terms for; as he'said, spreading scare talk that stocks 
might be too high and that, therefore, we would’ be, depressing the. 
stock market. i HA 

I resented that at the time, and I do not want-to be guilty of a-similar 
charge now. 

I want to say that I think this: was not part.of the purpose of the 
administration in.any respect. But is it, not true that the talk of 
inflation, that the dollar was going to be worthless, ype ibe would rise, 
purchasing power.of money would fall, and that, therefore, Govern- 
ment bonds would have smaller purchasing power in the future, did not 
that of necessity depress the prices. of Government, bonds? 

Mr, Coum. I thinks that was a factor in the collapse of the market 
last: summer but—— 

ene And helped to lead in an increase in the price of 
stoc 

Mr; Corm. The price of stocks,.the price of real estate, farms, and 
other inflationary hedges. : 

The Cuarrman. Very frankly, if I might offer in absentia) to the 
Secretary and to the administration this! word of caution: I think they 
should be very careful about excessive talk about the dangers of 
inflation because the effect is to| depress the prices of Government 
bonds. If they believe this is an actual danger they, of course, should 

o ahead, just as I think we should go ahead on stock market.-prices. 

ut since the administration insisted, that. we must obsesrve caution 
about the prices of stocks I think, Con has the right to suggest 
to the administraion that they should observe cautious talk about 
inflation and the depreciation of the value of bonds because, psyclio- 
logically they may help to bring about the very thing against |which 
they are supposedly guarding,, L.think perhaps we should. find a 
courteous, way. of conveying these sentiments to Secretary Anderson. 

Representative Bottine. We will send) him ‘the transcript: 

The ;\Cuarman, What? 

Representative Borrinc. We will send him the transcript. 

The Cuatrman. All right. ; 

Mr. Corm. Senator, it;was my impression that in response to various 
em of the future of economic growth the following theory was 
developed : Now, we have as a threat to economic growth the fear of 
inflation, If we can assure people by a balanced budget that the 
dollar will be held stable absolutely then more savings will be forth- 
coming, more savings will mean more capital formation. More capital 
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formation means economic growth. I think that was the underlying 
theory. Now, I had to look again at this chart in the Economic Re- 

rt, according to which we are still 20 percent below capacity, and 
in that situation I do think that economic growth must be stimulated 
at least by another process in addition to the confidence factor which 
in itself 1 would not deny. That we had such a discrepancy between 
increase-in manufacturing capacity and increase in manufacturi 
production, as is demonstrated in that graph, had in my opinion some- 
thing to do with the drop in investment in plant and equipment, 
Therefore, I do think that rising demand and production will lead to 
more expansion, particularly if at the same time advances in research 
make new investments attractive. Economic growth must be stimu- 
lated from the demand side, while at the same time I do not den 
that a real threat to inflation which does not exist, but if it exi 
could create trouble. 

The Cuamman. Just one final point I want to make before I turn 
the questions back to Mr. Reuss and Mr. Bolling. 

I know how careful and cautious you are in making your state: 
ments, and I want to say I think you are one of the very witnesses 
who appear before us. We, however, should be’cautious on this ques- . 
tion of unused capacity in my judgment because if you put all the 
unemployed workers to work on idle capacity, the 6 percent unem- 
ployed; you would still have 18 percent idle capacity. In other words, 
the so-called idle capacity is at the moment about 25 percent, so that 
that would be around 18 percent of it idle even if you had completel 
full employment, and, of course, this is an almost unattainable na 
Three percent unemployment is, I think, the lowest.to which you can 
go except in times of war. You accept 4 percent. So we need to be 
careful when we say we can incréase output 24 percent by putting 
Caine to work. 





. Comm. Yes. 

The Cuarrman. There are lots of contradictions inside that figure. 

Mr. Cotm. Yes. 

The Cuarrman. I think we should be careful. 

Congressman Bolling? . 

Representative Botirne. I have no'‘more questions. 

The Cuarrman. Congressman Reuss? 

Representative Reuss. I have no questions. 

The Cuatrman. Thank you very much, Dr. Colm. 

Tomorrow we meet here at 10 o’clock, and the chief witness is Wil- 
liam McChesney Martin, Jr., Chairman of the Federal Reserve Board. 

In the afternoon there will be a critique by a Prof. Seymour E. Har- 
ris, chairman of the ane of economics, Harvard University. 
The meetings will be held in this room. 

Therefore, the committee will stand in recess until 10 a.m. tomor- 
row morning. 

(Whereupon, at 3:50 p.m. Thursday, February 5, 1959, the commit- 
tee recessed to reconvene at 10 a.m., Friday, February 6, 1959.) 
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FRIDAY, FEBRUARY 6, 1959 


ConGRrESS OF THE UNtTED STATES, 
Joint Economic ComMitTE£E, 
Washington, D.C. 

The committee met at 10 a.m., pursuant to recess, in room 457, 
Senate Office Building, Hon. Paul H. Douglas, presiding. 

Present: Senators Douglas, Bush, Javits; Representatives Patman, 
Bolling, and Kilburn. 

Also present: Representatives Joseph W. Barr, of Indiana; Repre- 
sentative Charles H. Brown, of Missouri; Roderick H. Riley, execu- 
tive director; and John W. Lehman, clerk. 

The CuHarrman. The committee will be in order. 

If you are ready, Mr. Martin, you may proceed. 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN. 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 
ACCOMPANIED BY RALPH YOUNG, DIRECTOR, DIVISION OF 
RESEARCH AND STATISTICS, FEDERAL RESERVE SYSTEM 


Mr. Martin. Thank you, Mr. Chairman. 

Last year, when I testified before your committee on behalf of the 
Federal Reserve Board, economic activity in this country was reced- 
ing. Contraction in output and employment was general. Unem- 
ewes was rising at a disturbing pace. Noone could be sure how 

ar downward adjustment would go, or how long it would last. 

We pointed out then that, with the exception of the catastrophic 
recession of the thirties, every moderate cyclical decline since World 
War I had been checked in the course of a year. It was further em- 
peeeens that many forces were poem in the economy ‘that were 

avorable to eventual recovery. But at that time we did ’not know, 
nor did we then expect, that vigorous recovery would so soon be in 
full swing, and that contraction from 1957 levels of activity would 
be shorter in duration than most preceding economic recessions. 

_Even while the committee’s hearings were going on, some were be- 
ginning to view the outlook more optimistically. In January, cor- 
porations, it advantage of easier conditions and lower interest 
costs in financial markets, were offering an increasing volume of new 
issues in anticipation of future needs for funds, and to refund shorter- 
term debt. State and local governments were bringing to market 
bond issues that were defe earlier, and were stepping up the pace 
of bond offerings to provide for public works. 
_ Farmers continued to foresee favorable —— and price conditions 
in agriculture and were bidding up further the prices of farm land. 
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Bankers, with slackened customer demand for credit and with 
strengthened reserve ec were bidding more aggressively for as: 
sets. By February, bankers were accelerating expansion of the as 
sets and deposits of their institutions, thus increasing more rapidly 
the economy’s stock of cash balances and raising its overall liquidity, 

Within a matter of weeks following last, year’s hearings, 
income and consumer spending had ceased to decline and, in 
showed modest recovery. Production and employment soon after 
resumed an upward trend. Whether these developments, though 
encouraging, foreshadowed ‘wide revival in activity was not known 
at the time; not-until the June-July period did the current flow of 
information. and reports provide substantial confirmation that gen- 
eral economic recovery was actually underway. 

But from that stage on, currently available data, reflecting trends 
in markets, production, and employment, showed that recovery was 
both broadly based and vigorous, Pickup in employment, however, 
lagged behind that of output as is usual in Esty Ghani of cyclical 
upswing. At the year end, 8 months after recovery set in, the. level 
of total output in the economy approximated that prevailing at the 
output peak of 1957. ; : oisy ED ; 

Recovery has been so rapid and widespread as to indicate that the 
revival phase of the economic cycle has by this time probably run its 
course. The economy has reattained its prerecession level and now 
‘appears to, be entering a phase, of, resumed economic growth, .. 


FEDERAL RESERVE ACTION TO COMBAT RECESSION 


This brief review of; changing Jevels of economic: activity during 
1958 provides a backdrop for specific comments about Federal Re- 
serve policy and action over the past 16-honth period of recession and 
recovery: . aot 1 ne “ % 

As reported to you last year, Federal Reserve peion begin to shift 
in a counter-recession direction in late October and early: November of 
1957. About that, time, the System directed its open market opera- 
tions to supplying reserves more liberally to the banking system.» It 
also reduced: the discount rates on’ member banks borrowings from 
the Reserve banks. As the stream of factual information verified the 
a recessionary trends, Federal Reserve actions: and -poli- 
cies more aggressive and discount rate, open market, and 
reserve requirement instruments; were actively applied in complemen- 
tary fashion to foster ease in credit markets. and aon J 
credit and monetary expansiom : From Jate fall :1957, through April 
1958, mi ma four reductions ee te bank. discount 
rates, from 314 percent to 1 reent. continuing open 
market operations from Tato fall of 1957 to cant last: summer, the 
Reserve System — the commercial banks with some $2 billion 
of reserve funds. Through three successive: reserve requirement. 
reductions in late winter and early spring of last year, the System 
released for the use of member banks about $1.5 billion of their required 
reserves. ‘ : 

The total amount of reserve funds supplied by the System to com- 
mercial. banks over the 9 months, November 1957: to! July1958, was. 
enough to énable member banks to reduce their discounts’ at: the Re- 
serve banks form $800 million to about $100 million, to offset. sales. 
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of gold to foreign countries amounting to about $1.5 billion, and to 
finance a commercial bank ‘credit expansion of almost $8 billion. 
Monetary expansion from February through July stimulated by this 
Federal Reserve action was at an exceptionally rapid rate—at an 
annual rate of 13 percent for all deposits, including time and demand 
deposits. For the active money supply; that is, demand deposits 
and currency seasonally adjusted, the rise! was at an annual rate of 
8 percent. After the shift im Federal Reserve policy in the summer, 
expansion in the active money supply sdaadoctsedly: and for the year as 
@ whole it amounted to about:314 percent. 


BROADER EFFECTS) OF MONETARY ACTION 


Although. the immediate impact of Federal Reserve policy was on 
commercial. banks, it clearly had broader effects upon the economy 
generally. For one thing, since commercial banks are direct partici- 

ants in some degree in all important credit, markets, expansion in 

lending and investing activities intensified competion among all 
lenders for the acqusition of the, available supply of credit-worthy 
loans and, securities. This worked to reduce the cost,of financing to 
borrowers » eae ge tanner farmers, consumers, and home buy- 
ers, and all levels of Government..,.It.also.widened access of all poten- 
tial borrowers to credit funds. 

Another effect of the credit.éase-was.a greater willingness on the part 
of banks and other lenders to make new Joans to: business customers. 
and to: renew. outstanding credits.' This facilitated the orderly, run- 
off. of excess’ business mventories accumulated in-the preceding boom. 
It also furthered; the completion iof a of plant and 
equipment. expansion begun in that. period.,', With.a $6 billion reduc- 
tion in business inventory. holdings anda: significant, cutback ‘in fixed: 
investment programs since recession meee it. is perhaps remarkable 
that business loans outstanding declined: only $14 billion:in:the year 
cote copienhen 1958... The ability, of businesses to maintain: their 
bank borrowing and. also.to borrow! more, readily m capital markets. 
not- only cushioned downard -pressures: on investment, spending but 
helped: many companies to minimize cutbacks ‘in their working force 
and porrvile to maintain: dividends, and to,strengthen their liquidity 
positions. parities) oni ited Laistenbai: ad 

In ROVSENG AER, Nh easier conditions broadened the availability 
of mortgage funds;.. Discounts were reduced on FHA (and, VA mort- 
gages subject to ceiling interest rates, and interest rates on new, con- 
ventional a fell., As bank credit.expension gained |in 
momentum; banks participated in mortgage investment more actively 
than at any time.since the boom housing year of 1955, | The ine 
availability of mortgage funds,at lower cost, together: with the main- 
tenance of. personal, income,..was promptly .reflected in, a step-up of 
builder activity in.constructing new houses;, bigs) 

In the consumer instalment credit area, the increased: availability 
of funds made it, possible for lenders,to meet, sound demands for credit: 
more readily, thus bolstering lagging demand for consumer, durable 

ls. On some transactions, terms were eased, and, ‘in addition, new 
credit plans were developed and jextended. Hasier creditconditions 
permitted lenders to be more liberal in granting renewals and exten- 
sions of time for repayment of outstanding credit. Thus, the volume 
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of repossessions and credit losses was less than would otherwise have, 
been the case,.with benefits to both borrowers and lender. uy 

Increased availability of funds also had an important impact on 
State and local government financing snd spending. | In many: cases; 
the lower cost of financing encouraged States and , municipalities ito 
borrow in order to finance: capital projects. In a few cases,’ lower. 
market rates enabled local governments that hada legal: ceiling on 
permissible interest rates to return to the market. _The increase in 
spending by State and local governments: from the summer. of 1957 
to the summer of 1958 was a billion dollars more!than in the corre. 
sponding period of the preceding year. 

These observable effects of easier monetary conditions which devel- 
oped from efforts to combat recession were, of course, important and 
salutary. They are not to be overly stressed, however, for monetary 
action 1s always only one element in Government: counterrecession 
policy. In turn, Government policy is always only one element'in 
the total economic scene. Businesses, individuals, and State and local 
governments, in the light of their own circumstances, were taki 
actions to adjust and adapt their situations and to redirect their ener- 
gies. Their actions undoubtedly shaped the recovery and gave it 
momentum. 

CHANGING EXPECTATIONS 


Achievement of monetary ease to combat recession so promptly and 
amply was not without its problems. One of the most acute was the 
buildup of prices in the bond market as speculators counted on con- 
tinuing business recession, credit ease, and still higher bond’ prices. 
Psychological reactions and expectations always play a role in swings 
in economic and financial developments, but were of particular import- 
ance in financial markets last summer as the economic outlook changed 
from one of a continuing recession to one of early, vigorous recovery. 

At that time, the improved economic outlook led to a sharp change 
expectations in rd to renewed inflationary pressures and a turn- 
about in the trend of interest rates. A much larger Federal deficit 
loomed up than had been estimated, as well as the crisis and threat 
of military action in the Middle East. Concern about the drain of 
gold from the Nation’s monetary: reserves, through ‘sales .of : gold to 
the industrial nations of Europe was a further cause for uncertainty. 
The fact that the Canadian Government announced a major refunding 
a at sharply higher interest rates was also a complicating 

actor. Lh OFS 

In these circumstances, heavy market sales by holders of U.S. Gov- 
ernment securities-in anticipation of ee interest rates sharply 
depressed bond prices. Initially, this selling stemmed from tempo- 
rary holders who had bought in anticipation of a continued rise in 
Government security prices. Some of these holdings had been mec 
with funds borrowed on thin margins in connection with the : 


ury’s June financing operations. many cases, selling was’ forced 
because the margins vanished’as secufity pricésdeclined. ae 
The Cuarrman. Mr. Martin, may I ask you what were the required 
margins on these bond purchases? : Bx 6 ties, 
. Martin. Well, they varied. In genéral, 5 percent was around 

the maximum. oe 
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The Crarrman. And what were the other margins? - 

Mr. Martin: Some went as low at 2.\percent—perhaps' lower in 
some cases, us Pe : 

The CuarrmMan. On what type of Government obligations did you 
have the 2-percent margin ? I 

Mr. Martin. On:the'short terms. | 

The CHarrman. How long? 

Mr. Martin. Well, usually up to 5 years. 

The Cuarrman. Uptod years? : 

Mr. Martin. Right. ; 

The Cuarrman. This was the chief form of Government note issued 
in June, was it not? 

Mr. Martin. Well, it was'a little longer than that. The 254’s was 
6 years and 7 months. 

TheCuarrman. And wasita eons margin on that? 

Mr. Makrtrn.' Most of those probably ran from 2 to 5 percent because 
there is no specific regulation—there could be further variation in 
either direction. It is handled by the individual house. 

The Cuarrman. Does the Reserve fix the margin on the Government 
bonds ? 

Mr. Martin. No; not on Government bonds. » 

The Caarmman. You fix the margin‘on stocks; don’t you ? 

Mr. Martin. That is correct. 
ements Do you have the legal power to fix the margin on 

s 
* Mr. Martin. We do not. 

The Carman. Are you sure of that? 

Mr. Martin. Yes. 

Government bonds are specifically exempted in the margin regula- 
tions, Senator. 

The Carman. You mean in margin legislation. 

Mr. Martin. At the time the legislation was adopted. I remember 
it very well when it came up. 

The Crarmman. You haven’t asked for powers; have’ you? 

Mr. Martin. No; we have not asked for powers. 

The Cuarmman, Are you contemplating asking for powers? 

Mr. Martin: We are. making-a'study of that right now. 

e Cuarrman. A study in the Federal Reserve is to go on for 
hs en period of time. Do you expect to’complete your study 
is year 

Mr. Martin. I make no promises on these studies. But, I think 
we have completed a number of our studies fairly promptly, Senator. 

The Cuaran. Thank you. 


Mr. Martin. Prices of Government securities continued to decline 
under pressure of steady liquidation and the reluctance of investors to 
purchase market offerings in view of changed wi rw for credit de- 

July 18, the 


mands and Sen ee, On eral Open Mar- 
ket’ Committee concluded that the market situation had become dis- 
orderly and decided’ to intervene temporarily in the medium- and 

-term sectors of the Government securities market. This action 
was within the framework of the Committee’s established operating 
rales, From July 18 to July 23 the System’ purchased $1.2 billion 
of securities involved in a Treasury refinancing and a small amount 
of other notes and bonds. , 
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Thereafter, as market conditions became more orderly, 'no further 
Federal Reserve open-market transactions were effected outside’ the 
usual area of short-term Government securities. During late J 
and early August, sales of Treasury bills by the System together wi 
other factors that absorb reserves more than offset the large volume of 
reserves supplied to the market by Federal Reserve intervention in 
the Government bond market. 






SHIFT IN FEDERAL RESERVE POLICY 


By this time, there was clear evidence in current statistics that; re- 
covery in economic activity and production, though not yet in em: 
ployment, had gained considerable momentum and was likely to go 

orward without serious setback. Moreover, in view of the 

of consumer demand, further decline in business inventory holdings 
and capital outlays was no longer likely. Monetary policy was now 
reinforcing the existing foundation of productive activity and was 
preparing the economy for a new advance. +f 

About this time, inflationary expectations began to spread. ‘The 
abrupt upward shift of interest levels in central money markets, while 
precipitated by liquidation of speculative positions in Government 
securities, reflected. investor demand for.an interest premium to cover 
the risk of a depreciating purchasing power, of invested funds,)) It 
was accompanied by a significant shift in investor allocation of newly 
available funds to common stocks instead of fixed interest obligations; 
with hedging against inflation a uent explanation of the — 
in investor policy. Large current and,prospective demands for t 
by the Federal Government, State, and local governments, and home 
purchasers, also influenced the. rising cost of. borrowed, funds, In 
the stock market, the volume of trading was expending aaeay and 
the rise in stock prices carried the-yields on common stocks below the 
yields on-bonds of the. same companies... ; ! iv oe 

Developments in our financial markets,;as,,well| as the very large 
deficit which the Federal. Government, was. facing, were occasioning 
concern, abroad as well as at home, about the future of the dollar.) The 
extent of concern among foreign financial leaders was clearly evidént 
last fall at the annual meeting of the, International Bank and’ Mone- 

ry Fund at New Delhi, India. 

_ ‘In the light of the rapidly changing economic situation, in many 
ways highly encouraging but with inflationary and speculative 
‘psychology spreading, the Federal Reserve, during |the ssumnmer,’ be- 
gan to moderate. the ‘policy, of credit ease with a view to tempering 
the rate of bank credit and monetary expansion, |. 

. System open. market operations after midsummer supplied only 2 
portion of the reserves.needed to meet rising, credit: demands and to 
offset the reserve drain of a.continued gold outflow: ,.As-a result,.mem- 
ber banks were obliged to draw down their excess reserves and -to:in« 
crease their borrowings, from the. Federal ‘Reserve bank, Sueh bor: 
rowing, was made more costly when Reserve bank discount, rates were 
raised in the late summer from 1%4 percent to 2 percent, and at midfall 
when they wereagain raised toa level of 244 percent...) 9.1) 6lsiw oe 

Since last summer, bank credits and the moneysupply have con- 
tinued to expand but at a rate much reduced from, pen rt ini the: 
Some seasonal expansion in business loans was,supplemented, by’@ 
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rapid growth of real estate loans. On the other hand, bank holdings 
of short-term U.S. Government securities rose only moderately de- 
spite a substantial increase in their supply to finance the Treasury’s 

eficit. With business sales and liquidity sharing. rapid rise, the 
higher interest rates that developed in the market helped to attract 
a substantial volume of funds of nonbank investors, especially busi- 
ness corporations, into the purchase of the new.short-term Treasury 
issues. As a consequence, the Treasury was able to finance most of 
its deficit outside the banking system, and at the same time banks were 
able to meet private credit demands accompanying economic recovery, 
with only a moderate further growth in total credit and money, 


REGULATION OF MARGIN REQUIREMENTS 


In addition to its broader monetary responsibilities, the Federal 
Reserve is directed by law to prescribe margin requirements to guard 
against excessive use of credit for purchasing or carrying stock mar- 
ket securities. By providing a means of dealing directly with this 
volatile type of credit, margin requirements serve as a ial-purpose 
supplement to the general instruments of Federal rve action. 
Since the flow of credit into the stock market fluctuates with general 
business conditions, changes in margin requirements are usually cor- 
related with policy actions that affect general credit availability. 

Following the stock market decline in the early fall of 1957, total 
credit to customers for purchasing and carrying stock market securi- 
ties declined by about 5 percent and was back to about the level out- 
standing in mid-1955. With this indication of abatement of credit 
use in the stock market, the Board of Governors, early in January 1958, 
reduced the margin from 70 to 50 percent. : 

With the increasing activity and rise in stock pene accompanyi 
economic recovery, stock market credit rose sharply, Se uly 
a level about 20 percent above the volume at thé begtoning of the year. 
In view of the rapid rise in credit to finance trading in or temporary 
ownership of stocks and the emerging investment. psychology favor- 
ing purchase of stocks as an inflation hedge, the Board, early last 
August, restored the required margin to 70 percent. As outstandi 

market credit continued to rise following this action, the Bo: 
in mid-October, raised the required margin to 90 percent. 


THE CURRENT SITUATION 


The shift in monetary policy during the fall alined monetary ex- 
pansion more closely with the developing ae of the economy. 
Consumer spending on durable goods and housing continued to ex- 
pand and was reflected in high levels of output of household durables, 
m a pickup in prodyction of 1959 autos, and in a rise in new housing 
starts to one of the highest levels in recent years. Business inventory 
policies were switching from liquidation toward accumulation, and 
there was a, widesp though small, upturn in capital expenditures. 
At the same time, Federal, as well as State and local government 
spending, was expanding rapidly in accordance with bailgeteny au- 
thorizations adopted earlier. 

_In financial markets moderate curtailment of credit availability and 
higher interest rates served to dampen speculative excesses then de- 








464 ECONOMIC REPORT OF THE PRESIDENT 





veloping, to restrain and spread out the volume of new corporate 
and municipal security financing, and to facilitate the financing of 
the large Federal deficit outside the banking system. The restraint 
of corporate and municipal security financing followed some antici: 
patory borrowing by these issuers earlier in the year when long-term 
interest rates were lower. At the turn of the year, business capital 
financing was again rising, and there was a large calendar of at- 
thorized but unissued State and local government securities. 

Total economic activity, measuved in real'terms, has regained its 
earlier peak. The active money supply has increased by about a 
percent above the prerecession level, and holdings of other liqui 
assets, including time deposits, are up sharply. The financial basis 
for further growth is established. While economic prospects are gen- 
erally favorable, there are several areas—unemployment, exports, 
prices, and Federal finance—that are matters for continuing concern, 

Despite the rapid recovery in production and sales, unemployment 
remains disquietingly high. The lag in employment is in part the 
result of a marked increase in productivity. ‘The present availa- 
bility of capital and manpower resources represents a potential for 
near-term growth of the economy without. inflation. output of 
goods and services expands in response to, growing demands, oppor: 
tunities for employment should increase as they have in past. periods 
of economic expansion. : 

In exports, which declined sharply until early last year, recovery 
has not yet set in. The export decline was largely in materials and 
fuels and was due in part to. the ending of boom conditions. abroad; 
resumption of economic expansion is now beginning in ‘industrial 
countries abroad and eventually there should be some improvement 
in foreign demand for our exports, . It is significant, however, that 
the European countries which announced a broader convertibility for 
their currencies at the end of 1958—and_ other. countries, too—are 
giving our exports of manufacturers still competition. in price and 
quality, and these countries are now able to devote a larger share.of 
their resources to their own exports than they could in earlier postwar 
years, While this reflects progress toward, international balance 
our producers need to. adjust to these competitive: forces abroad 1 
they are to share in growing world markets. lojoO-bise 

Prospects for our international payments position thus merge with 
the third problem; that is, our price system. ..A market economy such 
as ours depends upon the price mechanism to allocate resources by 
reflecting the interplay of demand and supply. ‘The price mechanism 
cannot do its job of efficient resource allocation in accordance with the 
changing demands of consumers unless there is.some flexibility im 
individual prices. This does not mean that wide swings in the gen- 
eral price level are desirable, The price paid by Smith represents the 
income of Jones. But there is cause for concern when, in spite of a 
decline in the demand for his product, Jones raises his price, and an 
opportunity to stimulate both output’ and ‘employment is. thwarted. 
This is particularly disturbing when it comes on top of a price rise 
that Jones made when the demand for his product. increased. Such a 
one-way movement of prices—whether it is explained as demand pull; 
cost push, or both—is not compatible with an efficient market system. 
If,it were to be continued indefinitely,.it would pose a serious threat 
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to the otherwise favorable prospects for healthy growth in consump- 
tion and production. 

Now as to Federal finances, it is essential at this stage of the eco- 
nomic cycle that the Government should attain a balanced budget and 
then achieve some surplus as economic advance continues. Whatever 
the desirable level of expenditures, deficits, while they may be justi- 
fied in time of recession, should be avoided when economy is at a high 
level of activity. 

It is also of vital importance to have a healthy, broad-based 'Gov- 
ernment securities market that enables the Treasury to lodge its debt 
outside the banking system. In other words, the Treasury must be 
able to compete effectively and flexibly with other borrowers for the 
available supply of savings. 

Appropriate debt management policies, while contributing to finan- 
cial stability, are in turn dependent on such stability. Investors can- 
not be induced to purchase fixed-income securities if they fear a steady 
erosion of the purchasing power of the dollar. 

The banking system has an important role to play in aiding the 
Treasury’s financing. ‘This role involves assistance in the broad dis- 
tribution of securities and, in accordance with the volume of reserves 
made available and the meeting of essential private credit demands, 
the retention by banks of that portion of the Government debt that is 
consistent with stability of the dollar. Resort to financing Govern- 
ment deficits through the banking system entails the creation of new 
supplies of money rather than the use of existing funds. In a period 
of high economic activity, this is ‘a high road to monetary stitution. 
There can be‘no effective control of inflation if the banking system is 
made the major source of funds to finance Government deficits, 


GOVERNMENT, POLICIES AND ECONOMIC GROWTH 


As the U:S. economy emerges from the recession of 1957-58, it seems 
likely, if past’ experience is a guide, that we are on the threshold of a 
new period of economic growth. This isan opportune occasion, there- 
fore, to consider the question of appropriate public and private policies 
to foster steady expansion of the economy. 

Economic growth is a principal objective of yee policy in 


every country of the world. The rate of growth is widely accepted as 
an indicator of the performance of an economy. A word of caution is 
in order, however, regarding the very difficult task of measuring 
growth. Growth measurements, particularly when they cover long 
periods of time and comparisons of one country with another, are 
necessarily ‘approximations. They vary with a host of factors, in- 
cluding the scope of activities cobened; dt public and private; the 
character of such activities; quality as contrasted to quantity of out- 

ut; and many others.’ Nevertheless, regardless of these measurement 

ifficulties, growth estimates, properly constructed and interpreted, 
can beuseful aids in appraising economic performance. 

Desirable economic growth goes beyond increases in line with a 
growing population and labor force. It involves a rate that makes 
possible rising living standards through increasing consumption per 
capital for present and future generations. This requires increasing 
output per worker; that is, higher productivity through advancing 
technology. 
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In our economy, consumption takes the form mainly of consumer 
purchases of the goods and services supplied in free markets by private 
producers and merchants, Our living standards also encompass sery- 
ices provided by the various levels of government. renee 
economic growth at a more rapid rate than population increase is 
response of men to their ever-increasing wants. 

ong the other reasons for seeking economic growth is the impor- 
tance of demonstrating to the world that free economies under demo- 
cratic political systems can outperform regimented economies under 
dictatorial political systems in providing high and rising living stand- 
ards for all of the people. 

Economic progress, however, cannot be measured merely by per- 
centage increases in the quantity of output. Also at stake is the op- 
portunity to live as freemen, the responsiveness of the productive sys- 
tem to the desires and tastes of consumers, the quality of goods and 
services, the degree of leisure and opportunities for using it in a 
satisfying way, and our willingness to aid other nations eceking 
similar a vantage. These aspects of our economic performance wi 
have a great influence on how the rest of the world judges the merits 
of free versus regimented economies. 


ECONOMIC GROWTH WITHOUT INFLATION 


When we consider the influence of governmental policies on eco- 
nomic growth, it is useful to distinowich, between two related aspects 
of the process. First, growth involves expanding capacity to produce 
goods and services. Second, it involves expanding demands for goods 
and services at a rate sufficient to utilize the expanded capacity. __ 

The first aspect of growth—an expanding output potential—de- 

nds upon such basic Scters as additions to the labor force, advane- 
ing technology, and a flow of savings combined with a desire and 
ability on the part of producers to use them in the creation of a grow- 
ing stock of modern plant and equipment. The other aspect o wth 
depends upon a balanced expansion in demands for final Br uct by 
the major sectors of the economy—that, is, households, ae 
governments at the State and local as well as the Federal level, 
demands from abroad. 

For growth to be sustainable, an equilibrium between these: two 
sides of growth must be maintained. If total demands do not keep 
up with the output potential, overall. growth will slacken, for the 
inducement to business to add to productive capacity will lessen. If 
total demands tend to run ahead of the output potential, the general 
price level will begin to rise and this, in turn, will have an adverse 
impact both on growth of. demands and on means of financing in- 
creased and improved capacity. It will also have adverse effects on 
the efficiency with which resources are utilized; likewise, the equity 
or fairness with which final products are distributed in markets among 
consumers, businesses, and savers. 

What, then, is the function of monetary policy in relation to these 
two aspects of growth? In general, it is to attempt.to provide credit 
and monetary resources and an atmosphere in- fusmnalaa markets con- 
ducive to the basic growth factors: At the same time, 


gregate 
demand for goods and services should expand in close relation to 
the capacity to produce. 
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On the demand side, growth basically depends on spending out 
of incomes earned in the production of goods and supplying of serv- 
ices. Monetary policy facilitates the expansion of money holdings, 
through sound credit expansion, consistent with the growing capacity 
of the economy to produce without inflation. 

On the supply side, basic growth factors are the labor force, tech- 
nology, and investment of savings. Growth of the labor force is to 
some extent influenced by overall demands, but more generally by 

pulation growth, age distribution, and social customs. Techno- 
Saari progress and the desire to save and invest savings ey, 
are influenced by the monetary environment. An atmosphere of price 
and financial stability in general is saa ehh both to the incentive 
to save and to rapid technological advance. Thus, through continuous 
efforts to safeguard the value of the dollar and to create a climate 
of financial stability in which savers can have confidence in the future 
value of their investments, monetary policy makes a contribution to 
economic growth quite apart from its influence on demands for goods 
and services. 

It is for these reasons that price and financial stability are essential 
to the achievement of maximum economic growth. We have had a 
fairly good orn record over our history, but we have had too 
much instability in our levels of employment and prices. A major 


problem is to moderate this instability so that the losses in employ- 
ment and output of recession periods will not.depress our longer term 
rate of growth. Currently there is widespread concern about the dan- 
ger of renewal of inflationary trends. The Federal Reserve shares 


at concern. To point to dangers in this situation.is not to forecast 
inflation. Public and private actions appropriate to present circum- 
stances can prevent these dangers from materializing. 

Among potential inflationary factors first, and perhaps foremost, 
is the budgetary position of the Federal Government. As the economy 
moves up toward more intensive utilization of its productive resources, 
it is essential that deficits give Ea surpluses. ‘There is no mys- 
tery about this source of danger. the will exists, the way, will be 
found to correct ‘this. It clearly lies in the adaptation of Federal 
expenditure and tax policies in order to produce a budgetary surplus 
im prosperous times. we a eee aes cE a Bea 
_ Second, there are.the ppt arising from the so-called cost-push 
inflation which is part of a spiral process stimulated by demand pres- 
sures. In the period ahead there is a strong prospect that demands 
will continue to expend, In these circumstances; we must recognize 
the dangers both of wage increases in excess of p uctivity growth 
and of price increases beyond what the traffic will . Busmess and 
labor leaders. have a paramount Reoponsihiniey t9 the general public 
as they make wage and price decisions over poaning year. 
_ Then there is the easy acceptance of the idea that, a little inflation 
is not seriously harmful. @ experience in. the Government bond 
market, to which I alluded, is a vivid example of the influence of 
inflationary expectations in financial markets.. To the extend that 
such attitudes come to be reflected in decisions on wages, prices, con- 
sumption, and investment, they help to bring about their own realiza- 

on. ) 
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These are the major reasons for concern about the possible develop. 
ment of inflationary pressures. To be fully aware of a danger, and 
to face up to it, is not to despair or to capitulate, nor does it mean being 
blind to other national needs, including sustained economic growth, | 

The Federal Reserve System will continue to the best of its ability 
to contribute, so far as it can, to continuing prosperity and econoraic¢ 
growth, without inflation. Such decisions as it. must make within its 
particular province manifestly are not enough to assure attainment 
of the national objectives to which we all subscribe. What this Con- 
gress decides, what management, labor, agriculture and, indeed, the 
public generally decide to do will win or lose the battle against debase- 
ment of the currency with all of its perils to free institutions. 

The state of the Nation tomorrow—its progress and prosperity— 
rests with the decisions of today. ; 

The CHarrman. Thank you, Mr. Martin. 

Now, you are, of course, familiar with the section 8 of article I 
of the Constitution which lays down the specifically delegated powers 
of Congress, which, in the first paragraph states that “Congress shall 
have power,” and so forth, to “coin money,” and “regulate the value 
thereof.” 

Does this, in your judgment, give to Congress the ultimate power to 
regulate the total money supply of the country ? | 

Mr. Martin. Well, it says the value insofar as that relates to the 
total money supply. 

The Cuarrman, Insofar as the quantity of money affects the price 
level, therefore the value of each unit of the currency, you say Congress 
has the power to regulate the total money supply? 

Mr. Martin. That is right. Congress can also debase the currency. 

The Cuarrman, But it has the power to protect the currency too, 
doesn’t it? ; 

Mr. Martin. Yes; but I am trying to point out that it works both 


ways. 

The Cuarrman. Has Congress delegated some of these powers to 
you cc 

Mr. Martin. Congress, in the Federal Reserve Act, has handed to us 
a trusteeship over money. ees | 

The Cxamwan. Youract asagents of Congress. 

Mr. Martin. As agents of the Congress; yes. 

The Cuarrman. And not as agents of the Executive. 

Mr. Martin. Not as agents of the Executive, but under the trust 
indenture given us by the Congress. 

The Cuarrman. And if Congress passes any act or resolution, you 
would regard it as binding nner you? 

Mr. Martin. Most certainly. 

The Cuarrman. Do you also operate under the terms of the so-called 
Full Employment Act? 

Mr. Martin. We do. 

The Cuamman, Which states that Congress declares that it is a 
continuing policy of the Federal Government to promote maximum 
employment, production, and purchasing power. 

Mr. Martin. Yes. tel ae? aud Aaaittoavanl bik) 

The Cuarrman. Mr. Martin, you have been discussing thé dan 
of inflation, and I think we are all aware of the evils of inflation, but 
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I would like to ask you this: Has there been any inflation of the price 
level during the past 9 months, or year? 

Mr. Martin. The price level has been steady for the last 6 months, 
and the immediate outlook is favorable to a continuation. 

The Cuarrman.. You don’t anticipate any increase in the price level 
during 1959? 

Mr. Martin. No; I think that there is a real possibility of serious 
increase in the price level of 1959. 

The CHarrman. Toward the latter part of the year? 

Mr. Martin. I won’t specify when, but during the year. 

The CHamman., Well, testimony that we have had from other econ- 
omists is that they expect a substantial stability of the general price 
level, but a fall of the agriculture prices during 1959. .However long in 
the immediate future that may be, you do not anticipate any increase 
in prices in the immediate future ? 

Mr. Martin. I wouldn’t go that far.. I would say that the flam- 
mable material is lying around for an increase in prices. 

The CuHarrman. Well, I misunderstood you. I thought you said 
that there had been no increase in prices in the last 6 months and one 
should extend that to 9 or 10 months because the index of wholesale 
prices in March of 1958 was 119.7 and in December, 119.2. 

This is now the first of February, and we have had almost a year 
of stable prices, and I understood you to say that you do not expect 
any immediate increase in prices. 

r, Martin. Well, I’m talking about the next 30 days. 

The CHamrMan. Well, what about the next 60 days? 

Mr. Martin. Now you are pinpointing the time issue. I say that 
at any time you could have a breakout of price increases as a result 
of the inflammable material that I see lying around. 

The Cuarrman. You say that the danger is not only clear, but 

resent. 
a Mr. Martin. Yes; I think it is present, Senator. 

The CuarrmMan. Well, I may say this: What you say is contrary to 
the testimony which we have had from other economists, 

Mr. Martin. That is a matter of judgment. I simply state my 
own conviction on it and my own judgment on it. : 

The Cuamrman. Did..you:think there. was. danger of inflation in 
August of 1957? 

r. Martin. In August of 1957. inflation had already gotten 
ahead of us, as I have previously testified, to the extent that a reces- 
sion was, in my judgment, inevitable. 

The CHarrmMan,. August 9 you increased the discount rate from 
3 to 314, and this was made permanent across the board for all the 
banks on the 23d of August. It was just at that time that the Ameri- 
can economy began to decline; isn’t that true? 

_Mr. n. As you state in one of your questions here—in hind- 
sight, you can always pinpoint when the economy begins to decline, 

_ The Cuatrman. You see, this is one of the things that we should 
impose on forecasters. 

Forecasters tend to escape from their past.. They forceast what is 
going to happen, but then I think we should always.ask how reliable 

= forecast has been; to what degree in the past has it been accu- 
rai 
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I certainly want to point out, and not with malice at all, but in the 
case of August of 1957 you mistook the turning point and you 
there was inflation, ink full emplo t. Instead of that, you took 
this action at the precise time that the economy ton ve, 

I am not reflecting on your character in the slightest, Mr, Martin, 
but if you come forward with a forecast, I think it is proper to point 
out what happened to your previous forecasts. 

Mr. Martin. I would like to make my usual statement on that, 
Senator. 

I think inflation is a process, not a condition. 

The CHarrMan. ‘And it was starting in August of 1957? 

Mr. Martin. No; the problem was that it built up in 1956 and 1957, 

What we are trying to do now is fight the next recession. The ef- 
fective time to fight a recession is in the period of the preceding 
buildup. 

Wow: in 1957, in the early part, we were losing $1 billion per month 
in gross national product without any additional goods and services 
being produced. 

That is the condition from which a reaction would eventually take 
place, in my judgment, and in the anticipation of which we unquestion- 
ably were right. 

ow, monetary policy was not the entire factor in it, but I do not 
believe that monetary policy was responsible for the 1957 period. 

You will recall that 1 have admitted error on occasion. 

The Cuamman. I have never heard you do so, but I will be very 
glad to hear it now. f 

Mr. Martin. All right, I have. But, I will say in this instance I 
do not admit error. : 

The Cuamman. Now, you say that the time to check the next reces- 
sion is in the period of buildup. 

You would not say the time to check the next recession is when 
you are in the previous recession, would you? 

Mr. Martin. Well, I think it is both. | 

The CHamman. The time to check the recession, is when: you are 
in the existing recession, is that what you are saying? , 

Mr. Martin. We are in a recovery now. 

The Cuarrman. We are not in a recession now ? 

Mr. Martin. No. ar 

The Cuarman. Are we at full production? _ me 

Mr. Martin. No. 

- The CHARMAN, We have at least 6 percent fully unemployed, do 
we not! 
Mr. Martin. We-have about 6 percent unemployed... 4. 

The CHaneman. Plus the equivalent. of another million partially 
unemployed, that is those on involuntarily, part, time, making a..total 
ratio of 7 percent. Se tree ae 
_; We. have, according to either your figures or the, Depattaienane 
Commerce figures, 24 percent idle capacity in the factories. You are 
worried, you say, about, the immediate dangers of inflation... But, 
prices have been stable for almost a year. 6) 6 ores > eal 

Mr. Martin. T want to. get these npemplayed, ack'to work... I hap- 
pen to believe that the adjustments in market will do a better job.of 
getting them back to work than in any other way. . 


iVFa 
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_[ believe that some employment will be provided by further adjust- 
ments in the market. 

The CHarrMAN. Suppose you find, after 6 months, that they are not 
pack at work. What ts you do then, and if the ratio is about the 
game as now, what would you do? 

Mr. Martin. Well, I can’t say. I have a little paper here on eco- 
nomic advance and high unemployment which I would be glad to put 
in the record. 

The Cuarrman. We will be glad to have it. 

(The matter referred to is as follows:) 


EconoMic ADVANCE AND HicgH UNEMPLOYMENT?* 


Employment gains have lagged output gains in this recovery, as they usually 
do. The lag, however, has been greater than in preceding postwar recovery 
periods, and the level attained by unemployment has been both higher and some- 
what more sluggish in its response to rising activity. Thus, while real GNP 
and industrial production are currently both within striking distance of earlier 
highs, nonfarm employment—up 700,000 from its recession low—has regained 
less than a third of its recession loss of 2.4 million jobs. 

Since September, there has been little evidence of any extensive general re- 
hiring of workers other than for seasonal reasons. In the two preceding post- 
war recession-recoveries, employment stabilized for a number of months after 
the recession bottom, but once recovery set in, employment increases were not 
halted until a new peak was reached. 

What accounts for the slower pickup in employment in this cycle than in 

preceding postwar cycles? Several factors may be mentioned. 
(1) Productivity increases in manufacturing industry have apparently been 
higher this time than in the earlier recovery periods, reflecting very high mod- 
ernization investment in preceding boom as well as the greatly expanded in- 
dustrial research and development programs of the boom period. For instance, 
automobile output in December, while only 4 percent lower than in December 
1956, provided one-fifth less in production worker employment than 2 years 
earlier. The railroads, while carrying about as much freight as in late 1957, 
provided 10 percent less employment. Similarly, the coal mines have been 
about equaling output levels of a year ago with about 15 percent fewer em- 
ployees. 

The larger productivity gains of this recovery period may also be a factor in 
recent stabilizing of average hours of work per week in all manufacturing in- 
dustry. Virtually all of the recession decline in hours worked had been re- 
covered by last September and there has been no further gain since. In earlier 
postwar cycles, hours of work continued to increase long after this stage of re- 
covery. It is important here to note that, since 1955, there seems to have been 
a downward drift in the length of the workweek. 

(2) It may well be that labor cost increases of recent years have made man- 
agement more cost conscious than in any earlier period and that greater efforts 
are now being applied to limiting employment and overtime increases in order 
to keep costs down. Also, postwar growth in fringe benefits now makes record- 
keeping costs and benefit liabilities rise rapidly as new workers are hired, and 
this would operate to slow down management decisions to add to work forces. 

(3) In machinery and other industries associated with investment outlays, 
employment has shown little recovery rise because expansion in fixed investment 
has not yet shown marked revival. In the past, expansion of nonproduction 
worker employment, associated especially with research and development, has 
been correlated with rising investment: In the preceding two cycles, business 
investment had shown much more revival than has been shown up to the pres- 
ent point in this cycle. ; 

(4) Nonmanufacturing employment, which had shown strong growth through 
the whole postwar period, with only modest slackening of expansion in the two 
preceding downturns, declined moderately in this recent recession and has shown 
little expansive tendency in recovery. Judging by the rise in nonindustrial GNP 


7A Federal Reserve Board staff paper presented for the record of the Joint Economic 
Committee by Chairman Martin at a hearing Feb. 6, 1959. 
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since last spring, perhaps as sharp or sharper productivity gains have been ex. 
perienced in nonmanufacturing activities as in manufacturing industries @ 

this recovery period. Presumably these nonmanufacturing activities are aigeatt 
ing earlier postwar increases in the working force. 

(5) The industries in which recession declines in employment have been’ 
highest and greater than in preceding recessions have been durable manufac. 
turing, railroads, and mining. These industries have been subject to a secular 
decline in postwar years in employment of semiskilled workers, with reductions 
in semiskilled jobs more accentuated in each succeeding recession-recovery 
period. This means, of course, a sizable problem of transfer of employment to 
other gainful activities, a problem that can be only resolved slowly. ’ 

With the rise in employment opportunities lagging, that is to say, sho 
slower advance than in preceding postwar recoveries, what about the unemploy- 
ment problem and prospects over the months ahead? 

Unemployment has been higher all through this recession-recovery period than 
in earlier postwar cycles, It reached a seasonally adjusted high of 7.5 percent 
of the labor force in the summer and declined to about 6 percent subsequently, 
In numbers vf unemployed, the decline has been about 1 million workers. 

While unemployment has been higher than in preceding cyclical dips, the 
general pattern of rise and decline has not been dissimilar to that of preceding 
eycles. The seasonally adjusted unemployment did not fall below 4.5 percent 
of the labor force in the 1949-50 recovery until about 12 months after recession 
ebb, and in the 1953-54 recovery this rate was not pierced until after 10 months, 
In the Korean boom, the unemployment rate fell to under 3 percent, but in the 
1955-57 boom, 4 percent constituted a floor and most of the time the rate fluctu- 
ated just above 4 percent. é 

In the two earlier postwar recoveries, employment rose and unemployment de- 
clined at the same time that sizable additions were being made to the working 
force. In the recent recession, part of the rise in unemployment was due to the 
large number of secondary earners who entered the working force when primary 
earners had their pay reduced or lost their jobs. The recent decline in unem- 
ployment has reflected in part withdrawal from the work force of many of 
these secondary earners as well as withdrawal of some older and younger work- 
ers for want of job opportunities. 

Recovery in job opportunities has been uneven for different groups of workers. 
Younger workers have generally fared better than older workers, and females 
better than males. Relatively high rates of unemployment persist for durable 
goods workers, semiskilled and unskilled workers, and for nonwhite workers. 
Among those with long duration unemployment, durable goods workers, miners, 
and railroad workers are numerous in relation to their role in the labor foree. 

Recovery reemployment has also been uneven geographically. In California, 
employment has returned to prerecession highs. In Michigan, it has fluctuated 
only seasonally and unemployment is currently well above last year’s rates. At 
midsummer, the number of substantial surplus labor markets was 89 out of 149, 
and by the present month the number of such markets had declined by only 13, 
The concentration of substantial surplus markets continues to be in the Bast and 
Midwest. 

Two observations about current labor market conditions seem. warranted 
from this review. First, on the supply side, a conjuncture of secular and cylical 
forces seems to have contributed to the present volume and composition of unem- 
ployment. As we have noted, a high proportion of the unemployed is concen- 
trated in durable goods and related industries, making the continuing unemploy- 
ment problem a cluster of, localized problems rather than .a general problem. 
But this may also work to make unemployment slack linger on. The terms 
“technological unemployment” and “labor immobility” undoubtedly. will be used 
more frequently again to describe a possibly slower decline in the unemployment 
rate than featured the earlier cycles. However, given appropriate job oppor- 
tunities, the American worker has been extremely mobile in adopting to new 
occupations and new conditions. 

Second,.on the demand side, the labor market: in the recent period has, on 
the whole, been experiencing a less vigorous. demand for labor. than in the 
comparable phase of the other postwar cycles. But as consumption expenditures 
rise further and as capital expenditures begin actively to expand, demand for 
labor will surely strengthen, and particularly in the durable goods areas where 
unemployment is now concentrated. Gains in worker productivity are typically 





high in the recovery phase of the cycle and then slow down in the expansion. 
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ase. Gains in output in the expansion phase increasingly require utilization 
of older facilities and these facilities take more manpower per unit of output. 

How fast available manpower resources will be taken up in the period ahead 
depends on the pace of further expansion in aggregate demand and especially of 
durable goods demand and on the strength of competitive responses, especially 
price response, in meeting additional growth in demand. If expansion in money 
demand is dissipated in price advance, the employment impact will, of course, 

lessened. 
wraking into account the relatively larger pool of unemployed manpower at 
this stage of the present cycle compared with earlier postwar cycles, it seems 
reasonable to observe that manpower availability will not become a. limiting 
factor on the further increase in total production nearly so soon as it did in 
the two preceding cycles. 

If inflationary tendencies can be checked, currently available manpower re- 
sources and unused capacity can provide the basis for an extended period of 
economic growth. 


Mr. Martin. Because we have done a lot of working and thinking 
on it. 

We think you have technological unemployment problems and 
labor immobility problems, and we all agree there will be some unem- 
ployment and that we ought to do everything we can to ameliorate 


at. 

The Cuamman. But, you’re not able to state whether you regard 
the continuance of 6 percent unemployed asserious? 

Mr. Martin. I won’t make a statement on any level of unemploy- 
ment because I always consider it serious. 

The CuarrMan. You will not say that the contmuation of the pres- 

ent level of unemployment with idle resources is serious? 
~ Mr. Martin. i would say that it is serious, but the most effective 
way to get back to working is to have stability in prices. 


The Cuatrman. To you the a matter is the stability in 


prices. That is important to us too, but growth is also important to 
us and comparatively full employment is also important; to us. 

These issues are more than personal, Mr. Martin. They are very 
fundamental. Bankers always tend to look at one set of facts, namely, 
pricestability. 

Mr. Martin. There is nothing personal in any of my remarks, 
Senator. You and I are seeking the same end. We just have different 
means of attaining it, perhaps. 

I think that the growth that you are talking about comes about 
through stability. 

Stability is not an end in itself—it is a means to a better standard 
of living, and I believe we would have had much more growth over 
the last 10 years and much more permanent growth, if there had been 
more stability in the economy and there had not been this recurrent 
rs ae in both employment and prices. I believe the two work 

er. 


he Cuarrman. Now, Mr. Martin, one other point. I say this in 
all kindness. 

Four years ago, Senator Fulbright initiated an investigation into 
stock market prices. He was inquiring as to whether they might not 
have risen too rapidly. 

The then Secretary of ‘Treasury issued a statement, publicly and 
to the’ press, criticizing this investigation on the grounds that: by dis- 
cussing these matters it might shake confidence in the stock market 
and depress the price of stocks. 
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I think you were much more gentlemanly in your condutt and] 
can’t remember what you said, but that is neither here nor there, 

During the summer and fall, as this talk of inflation has mounte 
the prices of Government bonds continued to drop, and you speak 
the inflation psychology which has spread, and I think it has spread, 
It is largely unsupported by facts, and emphasizes a danger, which ig, 
in part, fictitious. 

Does it not result in undue falling in the price of Government bonds 
and hence a rise in the interest rate ¢ 

Mr. Martin. Well, Senator, prices tend to move too much in both 
directions whenever trends develop, whether it is in the securities mar- 
ket or in any other market. But the savings-investment p 
which is at stake here, is, in my judgment, the primary food for the 
growth of an enterprise economy, and when it is at any time im- 
paired, then you have a problem to be concerned with. 

We have that problem today. 

The Cuarrman. My time is up, but I want to ask you one mor 
question. 

If people are led to believe that inflation is coming, even though it 
is not coming, they will pay less for Government bonds and they will 
shift from bonds into stocks, isn’t that true? Prices of Government 
bonds will fall; prices of stocks will rise, the yield on Government 
bonds will rise, the interest rate rises. Isn’t that so? 

Mr. Martin. That.is correct. 

The Cuamman. Now, isn’t it important therefore, that just as pri- 
vate industry should be cautious in their comments about stock mar- 
ket prices, so Government officials should: be cautious about: talk con- 
cerning inflation because even with the best of motives, and let me say 
that I think you have the best of motives and I am ready to credit 
the Secretary of the Treasury with the best of motives, but, even with 
the best of motives this talk of inflation inevitability drives down the 
price of Government bonds and makes the problem of financing for 
the Government more difficult. 

Mr. Martin. I am glad you raised that, Senator, because I want 
to give you my thinking on it. 

think we should be very careful about the statements we make, 
and I think one of the problems, in my job at least, is that you should 
never take yourself too seriously. I think likewise that you cannot 
take yourself seriously enough, and if, in your judgment, after con- 
_ sideration of all the factors, the thing is one that warrants discussion, 
and let me say it is not for me to decide whether the judgment is 
correct or incorrect, but after having weighed it very carefully and 
decided that it warrants discussion, then I think you can’t just say that 
this is something that will go away—or that I will sweep it under the 
table and hope it won’t come out. 
I considered that exeremely carefully over the last 3 months. 
The Cuarmman. I say that my remarks were not addressed to you 


as much as they are add to the political figures over your 
shoulder, sotospeak. That is all I have. : 


Mr. Kilburn, did you havesome questions? 
Representative Kizpurn, Thank you, Mr. Chairman. Mr. Martin, 


some members of this committee went to Europe last year and I was 
one of them. . 
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I would like to tell you that I had a visit with several of the heads 
of banks in some of those countries who correspond to the position 
ou hold in the Federal Reserve here, and everyone of those people 
told me that they thought you were doing an outstanding job for our 
country in your capacity in the Federal Reserve. I wanted to tell you 
that. 

Mr. Martin. Thank you, sir. 

Representative Kizpurn. In yesterday’s hearing, my friend, Mr. 
Patman, made a statement which I would like to have you discuss. 

He said: 

I want to disagree with my good friend Mr. Kilburn of New York in his state- 
ment that market money rates are fixed by law of supply and demand. My 
personal opinion is that the Federal Reserve fixes the money rates. It is done 
deliberately. It is done over a period of years, for 13 years or longer where they 
have held the long-term bond rate at 24% percent. The Chairman of the Fed- 
eral Reserve Board has testified before different committees and answered the 
question that they can fix the money rate at any rate they want to and hold 
it there. They can fix it at 2 percent, 3 percent, 4 percent and hold the rate 
where they fix it. 

Representative Parman. Read on, please. 

Representative Kirpurn. (Reading) : 

I think you would have to agree with all the monetary weapons they have 
at their command, open market operations and discount rates, that they are 
cn right. They could fix the rate at any rate they wanted to fix it, and 

0. y 
- Would you like to comment on that? 

Mr. Martin. Well, I would say that the reference must refer to 
one of my predecessors. I have never so testified, but I would say 
that in the wartime period it was done, and I would say that if we 
had no regard for the purchasing power of money and want to take 
that form of printing money that we can unquestionably arrive at 
arate and hold it for a long period of time. 

I think it would be frustrated in the long run by the forces of the 
ebb and flow of supply and demand. 

Representative urN. If I understand you corerctly, you mean 
vo, the Federal Reserve would print notes and buy up Government 

nds? 

Mr. Martin. Exactly. 

Representative Parman. Mr. Martin, there are ways to stop the in- 
flationary forces too, that you are acquainted with. 

You do not have to accept anything that is inflationary without 
applyin some remedy to offset it, do you ? 

_ Mr. rn. Are you referring to price and wage controls? 

Representative Parman. I am ing about Government bonds. 
You know we have often discussed this. If you were to have the Fed- 
eral Reserve take over all the short-term financing, for instance, 
instead of selling it in the open market and paying the interest, the 
people would save the interest if the securities were sold to the Federal 
Reserve. Would you say, Mr. Martin, that there are ways to prevent 
the inflation caused by that, and those remedies should be put out by 
the Federal Reserve ? 

You once said you could immobilize reserves. Do you remember 
saying that? 
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Mr. Martin. For a limited period of time, but you don’t eliminate 
the reserves by immobilizing them. 

Representative Parman. I will leave it there. I am disturbed over 
something that I consider fundamental, that the Federal Reserve has 
really seceded from the Government, I think in 1951, or at least it made 
an attempt to. I say that without impugning the motives of any 
member on the Board, and there is nothing Personal in it. But, if 
there was an attempted secession, I think that was an attempted seegs- 
sion in which you declared you were no longer under any obligation 
to the Executive and I believe you state just now that the Executive 
has no power over the Federal Reserve Board. Is that correct? 

Mr. Martrn. Under the law, I think that is right. 

Representative Parman. You think it is right. Now, the point I 
want you to clear up, Mr. Martin, is this. Our Constitution is a very 
, fie document. We agree with that. 

The first part written into our Constitution deals with the power of 
the legislative branch, which is close to the people; next, the execn- 
tive, which is to enforce the laws that are made by the legislative 
— and then the judicial branch, to interpret, but not to make the 

aws. | 

The executive is what I want to call your attention to. 

In article IT of the Constitution it lays down certain things that the 
President must do in our form of Government. 

The President shall do these things, and I will read just one of them: 
He shall take care that the laws be faithfully executed. 


I believe you will have to admit that the Federal Reserve law is a law 
just like any other. 

How do you get yourself out from under the Executive under this 
provision of the Constitution which imposes upon him, as a represen- 
tative of the people, elected every 4 years,.to take care that the laws, 
including the Federal Reserve Act, are faithfully executed ? 

Now, Mr. Martin, tell me how you get out frém under that. 

Mr. Marri. I wouldn’t want to get out from under that. The 
independence we are talking about is independence within the Goy- 
ernment, and not of the Government. 

On the legal question of whether we are a part of the executive or 
not, that» has never been put to a clear test, aati is a very, very com- 
plicated and difficult one. 

I don’t think it is of particular importance. , I think the thing of 
importance is that we were given a trust indenture in the. Federal 
Reserve Act. ; 

Representative Parman. Reply to this, if you please. Let’s talk 
about the Constitution. The Constitution says: 


mn The President shall take care that the laws be faithfully executed. 


Do you say that does not apply to the Federal Reserve Act? 

Mr. Martin. No, that applies to every act that the Congress passes. 

Representative Parman. Well, you are under the President to that 
extent. If he observes that you are fixing interest rates against con- 
science, for instance, that you are charging the Government 4 percent 
interest for the use of its own credit, and you abuse the power, don’t 
you think it is not only his crawls ese but his duty to step in and say, 
it is my duty, under the Constitution to take care that the laws be 
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faithfully executed, and I declare that you are not faithfully execut- 
ing this law and demand that you do something about it. 

n’t you think he has the power to do it? 

Mr. Miserir I should think he ought to go to the Congress with 
that. 

Representative Parman. He is over the Congress in executing the 
law. He is the representative of the people. He is elected by the 
people every 4 years, and it has no duty to go to the Congress in exe- 
cuting the laws. The Constitution is the master of the President. 

Now, don’t you think it would be his duty, if there were misbehavior 
on the part of the Federal Reserve or where they were not faithfully 
executing the law, don’t you think it is his duty tostep in? 

Mr. Martin. If he knew of malfeasance, or something of that sort, 

yes. 
" Representative Parman. I do want to get to the question that is very 
important here. You state that you made available about $2 billion of 
reserves last year. That would be the equivalent, under our price 
reserve system, of the banks creating about $12 billion in money, isn’t 
that right? 

Mr. Martin. If they use it. 

Representative Patman. Isn’t it a fact that they actually created 
$10 billion of that money and bought U.S. Government bonds with it, 
and that this credit expansion that you are talking about, the business 
expansion, was probably just a very small part of that; that the banks 
used the money which they created upon their own books without cost- 
ing them 1 penny through your action of reducing their reserve re- 
quirements that they use that money to buy the, Cbverdihient’s own 
bonds with it to the extent of about $10 billion as discosed by the Fed- 
eral Reserve Bulletin of January 1959, page 33, which shows that on 
November 27, 1957, the banks owned $64,460 million in Government 
bonds, One year later, the latest figures we have, November 26, 1958, 
they owned $74,610 million. 

In other words, that shows that the reserve requirements have been 
lowered so that the banks could issue more money on their reserves 
and therefore get the free use of $12 billion of additional money; that 
they used $10 billion of that in the purchase of the Government’s own 
bonds. Isthat not a correct statement? 

Mr. Martin. Well, the periods of time are important for the answer 
to your question, Mr. Patman, because as we point out here they are at 
different periods than you cite from the bulletin. 

You are correct when you say that, the loans and investments of the 
member banks went up, and the principal reason they went up was 
purchase of Government securities during that period. 

Now, we were actively pursuing an easy-money policy. We were 
doing everything in our power to adjust, 

Representative Parman. That is right, 

_ Mr. Martin. The decline in business, to stabilize it and make possi- 

GL. 

Representative Parman. And your statement sounds might good, 
that you were helping to finance this expansion, but were you really 
helping this business expansion? You were helping the tanta out 
with $10 billion more, created money on their Books, and only $2 bil- 
lion went for busines expansion, ifany went. 
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Mr. Martin. It is remarkable that the decline in business loang 
during the period was as small as it turned out to be. This was ong 
of the factors in it, and once a decline is underway I think we should 
do everything in our power to be helpful. 

Representative Patman. In speaking about groups of banks, I am 
not trying to pick out the New York banks because they are New York 
banks, but there are 18 banks listed here that at the end of November 
1957, owned $5,423 million worth of Government. obligations. 

A year later, they had $7,694 million worth. In other words, they 
were, by your action, enabled to create more money on their boo 
free of charge, to purchase merely $2.5 billion more United States 
Government bonds last year. 

Now, you did that by reducing their reserve requirements, and you 
= not at the same time reduce the reserve requirements of country 

nks. 

I cannot understand why you discriminate against country banks. 

You did reduce your reserve requirements on ‘the 275 reserve ci 
member banks, but just half as much as you did the New York 
Chicago banks, and I cannot understand why that is not discrimina- 
tion against the country banks. 

Mr. Martin. Mr. Patman, as you know, trying to establish different 
reserve relationships is a problem, and we have a reserve bill—— 

Representative Parman. I know, Mr. Martin, now you have a re 
serve bill. Why do you not wait for that bill topass? Why do you 
arbitrarily now, in administering the law, try to do what you claim 
Congress should do by law, and Congress has not done it? 

Mr. Martin. Oh, no, there is no effort to do that. 

Representative Parman. This shows it right here that you are dis- 
criminating against the country banks. 

Mr. Martin. We had three reserve requirement adjustments. 

In the case of the first two of them they were across the board. 

Representative Parman. You reduced them in each one of them, 
but did not reduce the third. 

Mr. Martin. In the first one, we reduced country banks also. 

Representative Parman. Well, I have it here. 

Mr. Martin, In the first and second instance we reduced every bank 
the same—across the board. 

Representative Parman. Mr. Martin, you look on page 26 of your 
own bulletin, and you will find that for March 20, 1958, the country 
banks reserve requirements have remained the same, but you have re- 
duced the reserve of city banks one-half of 1 percent, which was an 
enormous amount of money, in the New York banks, 2 percent. 

How do you justify that when Congress has not passed that law that 
you have recommended .to permit you to discriminate between banks 
or to equalize the bank reserves? . 

Mr. Marrtn. This was used as a monetary weapon, but let me: call 
your attention to the fact that the first one, in February 1958, was 
from 20 to 1914 for central reserve of city banks; from 18 to 17% 
for reserve of city banks; from 12 to 1114 for country banks. 

RAD RORROLA TY Parman. You are going back to 1953. Let us do 
that. 

Mr. Martin. Oh, no. . 

Representative Parman. Well, let us go back to 1953. That is a 
good year, anyway. 
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Mr. Martin. The same thing applies in the action taken March 18, 
1958, where it is 1914 to 19; 1714 to 17; 11% to 11. 

Representative Parman. I know, but since that time, Mr. Martin, 
you have not reduced country banks at all. Since that time you have 
reduced the reserve city banks, and since that time you have reduced 
the central reserves. 

Mr. Martin. There was one final adjustment. 

Representative Parman. Therefore, you are discriminating against 
the country banks to do what you say you would like to do under a bill 
which is pending in Congress, which Congress has not Te and I 
know your goal is to equalize reserve requirements, and I think it is 
very unfair, and I do not think it will ever pass Congress. But you 
are trying to do this, it seems to me, before Congress passes the bill. 

Mr. Martin. No, Mr. Patman; this was entirely a monetary re- 
sponsibility that we were exercising there. 

The country banks have at various times had much more in excess 
reserves than the others. 

Representative Parman. They did not purchase the bonds, and they 
probably would not have under that very fine system of creating the 
money to do it. 

The CuHarrman. Senator Bush? 

Senator Busu. Mr, Chairman, I think Mr. Martin has made a very 
excellent statement this morning, and I congratulate him on the forth- 

ight nature of his statements. 
would like to go into a couple of matters that Congressman 
Patman has raised here. 

Yesterday, he raised a question, and he raised it very briefly this 
morning, but did not pursue it, the question of why wouldn’t it be 
a good idea for all the deficit financing of the Government to be done 
directly through the Federal Reserve. 

I am very much intrigued by that idea, because if we can finance 
a deficit that way, I should think that we could also finance maturities 
that way, and relieve us from any bother with the markets of the 
financial world. 

In that way, we could very early reduce interest rates. 

If we follow his suggestions to a logical conclusion, we ought to be 
able to go all the way—in other words, if we are going to finance the 
requirements of the deficit, then there is no reason, if that is sound, 
why it should not be pursued and finance maturities as they come due. 
Is that true? 

Mr. Martin. That is right. 

Senator Busw. Will you explain to us for the record just what 
effect you think that would have, if we did carry his suggestion to the 
ultimate, logical conclusion of that ? 

Mr. Martin. Well, if you carried it to the ultimate conclusion, you 
would completely destroy the market for Government securities out- 
side of the banking system and outside of the Federal Reserve. 

A foreign central banker told me this summer that in his country 
they had tried something like that by applying a specialized reserve 
from time to time; that it had gotten to the point now where he didn’t 
think it was possible for them to issue a security except to the central 
bank. They are now hoping to reverse that situation. 
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Senator Busu. Well, this would, in effect, tend to monetize the 
whole debt, would it not, the Federal debt? On the Federal d 
of course, some of the returns are 20 or 30 years away, but the ave 
maturity is less than 5 years and a very great bulk of it is very short, 
So if one followed that practice it aout result in monetizing a 
percentage of the total debt within a very few years, would it not? 

Mr. Martin. That is right. 

Senator Busu. Which would have this effect: monetizing the debt 
would mean simply making money out of the debt or possibly interest- 
bearing money at a very low interest rate, if we follow the Congregs- 
man’s suggestion, but it would tremendously increase the money sup- 
ply within a very few years. 

Mr. Martin. It would be as one of my _ predecessors stated, the 
best “engine of inflation” that you could possibly have. : 

Senator Busu. That is the exact point I wanted to get on the record, 
With all respect to my good friend from Texas who devotes a great 
deal of his time studying the matter, I think that is one of the most 
dangerous suggestions that has ever been made before the Congress, 

Now, Mr. eek another thing about this constitutional ques- 
tion which Mr. Patman raised as to the President taking care that the 
law was faithfully executed, it seems to me—and-I do not have the 
Federal Reserve Act here—but the way it. has been described, it leaves 
the Federal Reserve in an independent position reporting to the 
Congress and not the Executive. That would seem to me to be the 
extent that it was the Executive’s responsibility to see that the law 
was enforced. If he found the Federal Reserve was reporting to 
somebody else or in collusion with somebody else, then he might report 
that to the Congress in his state of the Union message, or otherwise in 
accordance with his constitutional duties. ix 

But, it seems to me that the law. tells him to keep his hands off and 
I believe he has kept his hands off since I have been down -here, in 
connection with influencing the decisions of the Federal Reserve or 
otherwise interfering with its operations. 

This comes up frequently on debates on money matters. It came 
up yesterday and the day before, and I have protested repeatedly that 
the administration itself has not attempted to influence interest, rates. 
It has not attempted to influence interest rates, di 

It does not have a tight money policy. It does have a sound money 
policy, and to that extent I believe it has lent support to. the Federal 
Reserve System. 

Now, on the question that the distinguished chairman raises at these 
discussions on matters of inflation, I would like to go back to that 
for a moment and ask, you, Mr. Martin, this question: If the dan- 
gerous conditions are there, and you say that there is a lot of flammable 
material lying around at the present time, is it not true that. it doesn’t 
make very much difference whether Government officials or Senators 
warn. of these conditions? The investors in this country know what 
the conditions are. These reports are all published. The Govern- 
ment publishes its reports frequently. 

The conditions are there for the people to see, and in my observation, 
in the open markets of this country, people see them frequently, much 
before we do here in the Congress of the United States. : 
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Therefore, I ask you if it is not. wise and in the public interest, in 
your opinion, for those of us who see the dangers when they are there, 
who do see flammable material lying Se is it not. in the public 
interest that these things be called to attention, rather than to try to 
hide them or make believe they are not there? 

Mr. Martin. I think I have already answered that question. . I 
think one should be extremely responsible in whatever statement he 
makes, and we should be very careful not to magnify the dangers or 
minimize them, 

Senator Busu. I certainly agree with that, You have said in your 
statement words to the effect that stability breeds confidence. You say 
the experience of the Government bond market, to which I alluded, 
is a vivid example of the influence of inflationary expectations in 
tinancial markets. 

This is in evidence of what I have already said that investors are 
quick to determine conditions which they think affect their invest- 
ments, and that they act promptly. But I think stability does breed 
confidence. Holdings of investors of Government bonds are similar to 
holding his savings in a bank. If the depositor loses his.confidence in 
that deposit, then he wants to get it out and he does so. 

Now, the conditions which may make that deposit in a hazardous 
situation sometimes are kept secret for a. long time through the efforts 
of the management, the directors, and so forth. Sometimes it is a 
good idea. Sometimes they work out a difficulty that way. But, once 
the fear of losing the savings is recognized, then the line forms and 
there is nothing in the world to stop ity. at least it usually results in a 
bank having to call. 

Now, I suggest that the savings of individuals in connection with 
the Government. bond market are very much the same thing, and 
what we have got. to do is to maintain confidence and we have to 
maintain confidence by insisting that we have a stability of the dollar. 

Do you not agree with that? 

Mr. Martin. I do. 

Senator Busu. You are aware of the fact. that. we have before the 
Congress an amendment to the Employed Act. of 1946. I do not have 
the exact language of the amendment. I think Mr. Martin is familiar 
with the amendment, but the purpose of the amendment. is to make 
relative price stability a condition precedent to obtaining conditions 
of maximum employment, 

In other words, this act would be fortified by recognition of the 
fact that a sound currency and relative price stability is a condition 
which makes for confidence, and therefore makes for conditions of 
full employment. 

Do you care to comment at this time upon such amendment to the 
Employment Act? . 

Mr. Marri. Well, I think the amendment would be desirable and 
we support it. I am not certain that it is necessary, let’s put it that 
way. In the sense that I interpret it, the phrases that Senator Doug- 
las used before—maximum production, maximum employment, maxi- 
mum purchasing power—to me they are inseparable. Those are part 
of the Employment Act as I read it today. 

Now, Senator Douglas and I went over the preamble to the act 
@ number of years ago, as you know, and I am inclined to think that 
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the history of the Employment Act, of which you, Senator, are more 
familiar than I, seems to me to be consonant with that. 

Senator Busu. Your thought is that it would be desirable, but you 
are not sure it is necessary ? 

Mr. Martin. I am not sure it is necessary, and I certainly think we 
should never make stability an end in itself. We want money to be 
our servant and not our master, and the only reason we want stability 
is to attain this growth and development we are — 

Senator Busu. I think that is very sound; and, of course, the pur- 
pose of the amendment is exactly that, not to attain stability for its 
own sake, but only because it would have a desirable effect upon maxi- 
mum employment. 

The CHarrman. Mr. ae 

Representative Bottine. Mr. Martin, in your cong discussion 
with Senator Douglas you said that on occasion you had admitted 
error. 

It seems to me that I remember in one of these hearings I heard you 
admit that you felt—I think it was in the 1953-54 period—you had 
gone to a policy of ease too quickly. 

Mr. Martin. We maintained the policy of ease too long. That isa 
little clearer. 

Representative Botzrne. That is right. I have listened to you fora 
number of years. At this particular time of the hearing I wonder if 
you ever admit that a policy that you had had, had been too restrictive? 

Mr. Martin. Well, I can’t think of any particular time, but you must 
realize, Mr. Bolling, that we*make adjustments through the open 
market continuously. 

Representative Bottrne. I understand that. 

Mr. Martin. And from time to time, at open-market meetings, we 
have decided that too much pressure had been put on and reversed 
it. Now, obviously, the nature of our function—the last thing I would 
ever want to do is appear before this committee or any other committee 
and say that we are perfect. 

Representative Bortine. I know you would not say that, but it 
occurred to me that your admissions of error had been that you were 
too easy, rather than too stringent. 

Mr. Marrtn. I just make one comment on that. In the period we 
have been going through in the nearly 8 years that I have been in the 
Federal Reserve, in my judgment the problem has been fighting the 
next recession, because the elements of growth and development in the 
economy are running ahead of what can be sustained. 

There may be another period of time when that is not true; but the 
population growth and other factors that have characterized the period 
since the adoption of the Employment Act in 1946—in my judgment, 
the really ofaatinn way to obtain the objectives of the Employment 
Act and to minimize recessions and stabilize employment has been to 
dampen it down. 

Representative Bortine. Now, I have a different line entirely, Mr. 
Martin. You mentioned, I believe, either in your statement or in 
answer to a question, something in the order that it was a lot of 
inflammable material lying around. 

Would you, in the light of the fact that as far as I know everybod 
agrees that there is a very substantial excess of capacity over demand, 
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that there is a substantial amount of unemployment beyond what I 
would call seasonal employment—would you be quite explicit in de- 
scribing that flammable material ? 

Mr. Martin. The first item is the savings and investment process 
as exemplified in the conviction, the growing conviction .of people 
through the last few years, that we would not follow the seesaw, as 
I put it, that when times were good we would not do anything in the 
direction of stabilizing the budget and accumulating a little bit of 
fat for the day when the seesaw turns the other way. We would 
always lean on the side of the increasing deficits and pressing on 
this end of the seesaw when it turns down [indicating with hands]. 

Now whether it is justified or not, I don’t think it is justified in 
any extent fully. The savings and investment process has been 
damaged recently by the feeling of people that this is a course that 
is going to be pursued by both parties, and irrespective of any other 
developments in the economy; and I think it has an impact on the 
investment market which has to adjust to the level of savings, which 
is adequate to sell Government securities at lower than. the present 
rates, but those rates do not prevail. There is no market for Govy- 
ernment securities because people say that this inflation is inevitable. 

Now the liquidity factors in the economy are partly brought about by 


us. That is another important part of the flammable material here. We 
have expanded the money supply. I believe that the money supply 
isin good shape. [sound now like I am boosting the Federal Reserve. 
I do not intend to, but I honestly think that we have done an effective 
job in stabilizing and expanding the money supply during the 


recession. 

I wish the recession hadn’t been as sharp and as abrupt as it was, 
and I thought it wouldn’t have been had we not had the preceding 
inflationary buildup, but that is a process which had been going on 
for a period of years. 

At the moment, you can’t stop this at a period of time. When you 
look at the period 1947 to date, we have had a 30-percent increase in 
our price level, roughly, and no assurance, in my judgment, that that 
trend has been halted. 

Now those are the elements of the flammable material. 

Why did we develop this temporary overcapacity? . 

Let me say that I think it is only temporary. I think the growth 
elements in the economy and the future are brighter than ever as we 
approach the 1960’s. 

We got it because of the expectations of inflation and the way 
things were running ahead, and the fact that our price adjustments— 
as I tried to spell out on the price point here, you should not have 
price rises when demand falls and wages rise when unemployment 
increases. 

Now, that is one of the basic factors that we have to deal with. 

Representative Bortine. Thank you. 

Now, this, in effect, if I understand correctly, means that merely 
what we have here, the inflammable material is psychology. 

Mr. Martrn. Not entirely. Let’s take it in terms of our foreign 
trade. I think sometimes we overlook the fact, because we haven’t 
been faced with the balance of payments problems that some of our 
foreign friends have been faced with. e are not a closed society. 
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I don’t say we have priced ourselves out of the market. You read 
that statement from time to time and I have been trying my best to 
follow the situation. But I say competitively, in the world markets, 
we are getting in a more difficult position, and we are going to have 
to have to adjust prices if we want to compete in that market. 

Now, this cost-price push is continuing. The inventory liquidation 
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Mr. 
that occurred before has stopped, and now we are beginning to talk } jo th 
about an inventory buildup. we W. 

We have talk about a possible steel strike, and an additional wage Yo 
demand in the summer. I do not know whether they will or will not gram 
materialize, but they are all part of this price-cost push which makes | that 
it more difficult for Americans to compete abroad and which is a real | that 
factor in long-range employment in this country. - serve 

Tt is one of the factors that gives me real concern for jobs. WwW 

Representative Boiirne. Wouldn’t it perhaps be more advisable, } free 
from the point of view of total policy, to try to attack the problem? N 
By that, I mean the basic problem. Many of these areas, the rigidities | top 
that affect us in world markets are based on subsidies of various types, | leve 
not just the farmer, but the businesses of all kinds and varieties, at fore 
least in some of the areas I can think of offhand where we are pricing wht 
ourselves out of the market. it 7 

For example, the merchant marine is a direct result of a specific bus 
Government policy to keep the price up. It seems to me that per- De} 
haps, looking more at the problem of inflation and growth, that the gre 
more constructive approach—this is not your problem, obviously— m1 
would be to get at the rigidities with a realistic assessment of 1 
Government policies. the 

Mr. Martin. I couldn’t agree with you more, Mr. Bolling. tio 

Representative Bo.iie. One other thing, Now this does seem to be 3 
mor psychological, but very largely with a substantial element of 
psychology in it. Do you consider the economy to’ be reasonably 

ealthy today? 

Mr, Marrttn. I don’t think that the economy is where it would have fit 
been or should have been if it had not been for the inflation that has g) 
been in the economy for the last 7 or 8 years. 

I think that we have made an amazing progress considering the k 





amount of instability that there has been. 

Representative Bottrnc. You do not feel that the economy has been 
irreparably damaged as yet ? 

Mr, Martin. Not as yet; but I think it is important enough to 
consider both the pricing aspect that. you have ieed and the monetary 
problem that I have raised, and that it warrants our serious con- 
sideration and thought so that it won't happen. 

Representative Bottinc. Well, actually I think this process has been 
going on for a good deal more than 6 or 8 years. It has been going 
on since 1933, at least according to the tables that I look at. 

Mr. Martty. I think it was damaged very badly. during the 1930's. 
The heritage of all war is inflation and the period since, World War II 
is one in which we have not found any satisfactory way of unraveling 
the knots that the wartime inflation has caused for us, and we want to 
be very alert to fight the recession and adjust ahead before.things get 
out of hand, so that we don’t havea real sharp—I don’t, know the dif- 
ference between recession and depression, except in degree. 
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| read Representative Borzine. Just one last question. You feel, do you, 
est to f that it is possible to have—I think the phrase used in the Economic 
kets, Report of the President is “reasonable price stability with vigorous 
have growth.” Would you define “vigorous” yourself as 4 or 5 percent per 






annum, average ? 

Mr. Martin. Well, we can get into a discussion on that. I reall 
do think we can have vigorous growth and price stability. I think 
we will have a greater growth than we will have by a fixed program. 
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wage You have to try to put this in terms of broad concepts. Our pro- 
I not grams, and we don’t have projects as such in the Government—and 
lakes | that is one thing I have chafed under in the Federal Reserve, and 
‘Teal | that is we are not coming forward with programs in the Federal Re- 






serve to achieve a given project. 
We have tried to work in a climate and an environment out of which 























able, free enterprise will produce growth and development. 

em? Now if you are going to go to the other extreme, and I am not trying 

1t@s | to put it in extremes at all, but if the Government is really to set the 

Pes, | level of growth and the Federal Reserve is to adapt its policy for © 

3, at forced draft or forced feeding to get that sort of growth, then I think 

ing | what you really come to in the long run, and Tam not trying to’state 

it in an extremist way, is that the Government will have to get in 

cifi¢ business a whole lot more than just the Defense Department, State 

per Department, foreign aid, and the subsidies in the foreign ‘aid pro- 

the | gram. It would have to accept the responsibility for growth generally 

r in the private sectors of the economy. 

of Representative Bonirne. I couldn’t avoid a comment’ on that, that 
the Government has introduced itself into other fields than those men- 
tioned, but ordinarily we are too polite to admit it. 

) be Mr. Martin. ‘I understand that, and I am deploring it. 

of Representative Botting. Thank you. 

bly The Cuatrman. Senator Javits. 

Senator Javits. I welcome you as a fellow New Yorker. This is my 
ve first time on the committee since you have been a witness and I am 
las glad of the opportunity to have a chance to compare notes with you. 

I was a little late because I was delayed and so I have relied on m 
he knowledge of what you have said in your own written statement. 





hope you will forgive me if'I refer to that. 
In your statement you say: 
Then there is the easy acceptance of the idea that a little inflation is not 












to seriously harmful. 

‘y I would like to ask you the same question I asked the Secretary of 
a the Treasury yesterday. Does that mean that you say we ought to 
| follow an absolute adherence to the penny—a totally balanced 
ys budget—or is there any room for flexibility? Suppose we are $100 
8 inillion or $1 billion over. Is that going to change the fundamental 
: stability concept which you are advocating? 

I Mr. Martin. No, Senator, we are not seeking a penny balancing 
| budget operation. 

We are trying to put this in the perspective of an important objec- 
: tive. I put in my statement here that I think if we continue the 
‘ economic expansion—which I don’t say necessarily we will, but I think 






it is possible at the present time—we should have not only a balanced 
budget, but a budget surplus. And this seesaw, as I like to think of 






486 ECONOMIC REPORT OF THE PRESIDENT 


it—it should be clear to the whole world that, as far as our housekeeping 
is concerned, what we have said to many other foreign countries 
applies here. That is, when you are riding high and doing well, you 
are going to have a little fat on your bones and take more than a 
little look at the possibility of reducing ya debt. 

You are not going to reduce your debt substantially. You are 
talking about a balancing factor at the present level of the economy, 
but you are always going to have your seesaw, and this is a time when 
we have come out in a very vigorous way from a previous recession, 
If you are going to have your seesaw so that you think nothing of going 
down to a $15 billion deficit and then perhaps going substantially 
further in that direction, you get back to where the economy is regain- 
ing everything that is lost in the period, and you have not balanced 
your budget but actually have moved in the opposite direction. J 
think then you are in trouble. 

Senator Javits. I noticed that you used the phrase “prosperous 
times.” 

It is a fact, is it not, that these are not normal, prosperous times— 
that we are in a cold war and a serious one? 

Mr. Martin. Yes, Senator, let me point that one up for you asI 
see it. 

One of the things we are constantly faced with is people who say 
that inflation is not the problem, the problem is the cold war. I want 
to point out that we fully recognize that; but if you. are going 
to adopt the procedures and techniques of the collectivist powers to 
deal with your problems to win the cold war, you can’t help wondering 
from time to time whether the cold war is worth fighting for. 

It seems to me that we have got to face up to whether our system 
will work. I happen to believe that it is a good one, that it will 
eh a more in the way of growth than will a regimented economy, 

ut in fighting the cold war with a regimented economy, if we are 
going to assume that it is in effect a hot war and put on all the draft 
that you put on in times of actual fighting, then I think you have 
changed the nature of the problem. 

Senator Javits. I don’t think, Mr. Martin, anybody recommends 
that we put on all the draft. We spent, as I satel as much as. $100 
billion a year in World War II. I do recommend that we consider 
seriously adjusting our financial ideas to the fact that we are in the 
cold war. 

I ask you this question: In your judgment, are you assuming that 
“more sacrifice is required from our people and perhaps other tech- 

niques are necessary in Government—of course, without surrendering 
all our freedoms ?- 

During war, for example, we adopt all these collectivist techniques. 
We may have to adopt a few now. 

I would like your comments. 

Mr. Martin. Under present conditions, if you need additional ex- 
penditures, and I am not passing judgment on whether you do or do 
not, but if for example you needed a large defense program and 4 
larger foreign aid program or other programs, I think we should 
adopt taxes or revise our tax program in such a way as to pay for 
them. 
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I think that the people that are involved—if it is a security opera- 
tion—they ought to know they are going to pay for it in some 
way. [think that is a very vital thing. 

Now, at various points, let us say at the time of sputnik, we come 
along and we say that we are dealing with catching up with the 
Russians or surpassing the Russians, I don’t know whether the Rus- 
sians are ahead or not, and I am not sure that anyone else exactly 
knows, but whatever we are doing there, let’s say that we ought to do 
it. We do not want to balance the budget unless it is essential. I say 
it is essential. 

When you reach the point where it is out of perspective, the whole 
world, in the free sense, is looking at you and saying you cannot.even 
maintain your own housekeeping and you are going the way of a couple 
of other countries that you and I can mention, before too long, and 
I think it has an effect on the cold war also. 

Senator Javits. Mr. Martin, would you go along with me on the 
proposition that the axiom of our Government should not be balancing 
the budget alone. 

The axiom should be balance the budget and do everything you can 
to win the cold war and meet the obligations you assume. If they 
cost more than the budget allows when you assume them, you must be 

repared to tax yourself for them, even if it means more taxation. 
We are not slaves to this budget within the penny or the $100 million. 
That it is not substantially the principle that. we ought to attain. 

I tell you this, if that is the posture for the country, it will be 
very much more understandable and very much more acceptable within 
the present frame of reference than what I understand the country 
has from the administration. 

I do not think that the country believes that you have to balance 
the budget to the penny; I don’t think that is so, and the sooner we 
explain that, explain what we mean by the concept of a balanced 
outcome and outgo, the sooner we are going to get reasonableness and 
effectiveness in what we are going to do. 

Mr. Martin. I don’t quarrel with you. I don’t speak for the admin- 
istration. I don’t know what their position is on the budget, per se, 
but I think the position is what is the controlling factor here. 

Senator Javits. I just have one more question, Mr. Martin. 

In your statement you have a passage in which you say that you 
feel we are in a period of economic aaa 

Under Government policies and economic growth, you say: 

If past experiences is a guide, then we are on the threshold of a new period 
of economic growth. 

What I would like to ask you is this: Do you feel that we can suc- 
cessfully experience this new period of economic growth at the present 


* interest rate structure, or do we have to make some conscious effort 


to bring interest rates more in line with the fundamental financial 
stability of our country, which, in my own opinion, would justify a 
general lowering of interest rate structures? —_ 

Mr. Martin. You and I are in agreement, Senator. 

Earlier, when you were not here, I pointed out that the level of 
savings in the country at the present time, in my judgment, is adequate 
to sell long-term Government bonds at lower than the present rates. 
368795982 
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If you can convince the savers that they are not faced with the 
problem on the erosion of the dollar, then I believe that our own 
prospects, as the year goes along, are that we can have a satisfac 
level of savings. I think that one of the very fundamental elements 
in the growth that we are all seeking is to get in this perspective that 
porwr, rictsher that saving is worthwhile again, and that the funds 
will be redirected, not toward hedges against inflation as a great 
many of them are today, but will be redirected toward more permanent 
investments. 

Senator Javits. Do we need lower interest rates in order to really 
realize what you say in a new period of economic growth ? 

Mr. Martin. I would like to see interest rates lower, but I would 
say that we cannot achieve lower interest rates by decree. 

Senator Javrrs. As credit is based on supply and demand and ‘the 
U.S. Government is the demand, would you have any suggestions in 
law which would make us less vulnerable to the immediate situation 
of supply and demand? In other words, is there any way you could 
recommend that we could withhold demand for a time until the market 
gets more easy ? 

Mr. Martin. That has to do with the financing of the Government, 
and the Government deficit in the first half of this calendar year was 
$7.5 billion. 

In addition, quite apart from any program for balancing the bade 
we are running a $7.5 billion deficit m the calendar year 1959, the first 
6 months. 

That is where the heart of your problem is. 

Senator Javits. If you had any suggestion on that, I would love te 
have it myself, and I think we all would. How can you put the Gov- 
ernment in a. position where it is less susceptible to a situation de- 
manding higher interest rates? Can it hold off for a time and not be 
constantly vulnerable to the immediate market ? 

Thank you, Mr. Chairman. 

The Cuairman. We are very glad to welcome Congressman Brown 
of Missouri to our meeting. 

Have you any questions? 

Representative Brown. Thank you very much, Mr. Chairman. | I 
always enjoy interrogating my fellow Missourians. [Laughter.] 

I think every American is quite disturbed over this inflation. prob- 
lem, and everyone seems to be looking under the bed for the real villain. 

I am disturbed a little, Mr. Martin, about’ the tendency to simplify 
this problem. 

Many of my people hear all the time about the dangers of deficit 
financing by government, and certainly we are all disturbed about it, 
but there is a great tendency in the country right now to interpret that 
as the sole cause. 

For example, people say, “Well, if there is a deficit this year, the 
price of beans in grocery stores. is going to,go up tomorrow.” In 
1955, 1956, and 1957 we had a balanced budget in this Government. 
We have had it on previous occasions, but during those 3. years the 
cost of living increased 6 points. Isthatnot true? 

Mr. Martin... That is right. 

Representative Brown. So the direct, relationship is not exactly a 
cause and effect relationship that tells the whole story. -Is that right? 

Mr. Martin. That is correct. It becomes more important at dif- 
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ferent times, you see, in the cyclical moves, My personal view is that 
it is of more importance now than it has been for a long time, because 
of the recession we went through and the sharp nature of the disloca- 
tion and the improvement in our productivity, that we recognize the 
desirability of reversing the trend on our Federal budget. 

Representative Brown. Now, is it not true that Senator Javits has 
a good point, that these are strictly not peacetime times, that this is a 
wld-war period. I could become a hot war at any time. Those are 
the times we live in. 

Mr. Martin. [agree with that. 

Representative Brown. Now, during the hot war we financed ap- 
proximately 80 percent of the Government’s expenditures by credit, 
and 20 percent by current income. It was bad. It was terrible. We 
paid for it in the form of a hangover, didn’t we, an inflationary 
hangover ¢ 

Mr. Martin. Right. 

Representative Brown. Now we are financing about 84 percent of 
our Government expenditures by cash and some 16 percent by credit 
this year, so that is not yet as bad as it became during the war, is it? 

Mr. Martin. That is correct. 

Representative Brown. Now, we are trying to get it in balance, but 
you said something that worried me, You said that if we sacrifice 
too much of our system in this cold war, that we will have nothing to 
win by it. 

Aebantty. I happen to feel, and I am sure you feel this with me as a 
Missourian, that if the price of freedom in the end result is sowbelly 
and beans, I still want it, don’t you? 

Mr, Marttn.. I do, indeed. 

Representative Brown. We do not want it to come to that, but in 
avoiding it, do you not feel that Government can lead, can inspire, 
can encourage certain trends that will help us avoid catastrophe ? 

Mr. Martin. Ido. 

Representative Brown. As an example, when the expansion of plant 
capacity in this country occurred in the postwar years and we became 
capable of producing 10 million automobiles, was that not an extreme 
that results from just everybody going his own direction? Would 
you agree with that? 

Mr. Martin. I would. 

Representative Brown. When we built shopping centers that per- 
haps are a little in excess of the need right at the present time, although 
as yousay we will in time grow up with them, was that not a result of 
an unchallenged, unguided sort of hit or miss—everybody going in 
his own direction ? 

Mr. Martin. That is part of the inflationary picture that has 
brought us to this presence. 

Representative Brown. How are you going to get that leadership, 
that inspiration, that channeling, if the leadership does not come from 
the Government? 

Mr. . I cannot speak for the Government, as you understand. 

I am trying to put the monetary problems, as I see it, before you. 

Tn the President’s Economic Report I think they have pointed up 
suggestions that they believe will contribute to this climate. 

I do not think that I am the person to comment on any of their 
programs. 
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Representative Brown. Mr. Chairman, I want to say as a guest at 
your hearing, and I appreciate so much being here, that if I can com. 
ment and say that we can become so concentrated on this problem of 
inflation and certainly it is great, that we might lose sight of just what 
we are trying to do as a people, together. We must grow, mustn't 
we, Mr. Chairman ? 

Mr. Martin. Yes, and I think that the way to grow and the only 
way that we will grow commensurate with our resources and strength, 
is to avoid inflation. 

Representative Brown. I share that goal, but if we concentrate 9) 
percent of our energy toward stability in putting the lid on, we may 
handicap this great country and this great system of ours, which I do 
not believe has even begun to realize the great potential that it has. 

Mr. Martin. You and I are in complete agreement on that. I will 
just say “amen” to that. 

Now, you mentioned the automobile industry and other industries. 
I am not talking about a given industry, but the problem has been that 
the reason we are not realizing this potential is that we have tried to 
run too fast at times and ignore commonsense economics. 

Representative Brown. Might I suggest this, Mr. Martin, that if 
some people had been told that there was a greater opportunity for 
investment and a greater overall need for investment or some product 
of that kind, rather than just keeping plowing money into the old 
established industries that are so-called blue chip, would we not be 
a little further along the road of a lot of capacity that we can’t use in 
8 or 10 years? 

Mr. Martin. Assuming the people who made the judgment and 
gave the leadership were right in those judgments. 

Representative Brown. Isit not an interpretation of just a need? 
Everyone can read the facts. I mean the people in leadership should 
be able to, at least. 

Mr. Marttn. I can only say on that that certainly during the last 
few years, to the best of our ability in the Federal rve, we have 
tried to point up that the most effective way to combat a recession 
ahead is to resist the inflationary pressures that precede it. 

Representative Brown. Thank you very much. 

The.Cuatrman. We will have an opportunity for a quick question 
all around. 

Mr. Kilburn ? 

Representative Kirpurn. I have no questions. 

The Cuarmman. Mr, Patman? 

Representative Parman. Mr. Chairman, I wanted to make my 
ition clear on the short-term securities sales to the Federal 
erve. 

I am not advocating that as a policy all the time, but I am advocat- 
ing it if the Government attempts to sell Government securities, and, 
after all, the individuals in corporations, including investment, trust, 
pension funds, insurance companies, after everyone has had an 
opportunity to bid and obtain.these securities, then, if you must, if 
you are compelled to get additional money, instead of going to the 
private commercial banks and allowing them to create the money on 
their books of their banks with which to buy these bonds, that part 
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ghould be acquired from the Federal Reserve, and you would save 
the interest incidentally on that much of the Government debt. 

Then, we would have the help of all these fine people in paying that 
off first. 

They would want that out of the way right quickly. You would 
have their support in paying off that much of the debt. 

Like it is now, we can’t have any help in trying to pay off the debt. 
We have no planned program for paying the debt off. We ought to 
increase taxes, if necessary, to reduce this debt, but there is no effort 
made, no sentiment in favor of it because it is so profitable to carry it. 

If we had a part of that debt, in part of the Federal Reserve bank, 
all of the bankers, all of the financiers, they would be dogging us 
every day to pay off part of that debt, and I think we would and it 
would be a saving that way. 

I cannot understand why people can oppose, for instance, $300 
million housing for veterans that we passed in the House the other 
day when, at the same time, we turn right around and those same 
people do not look with disfavor on the banks creating, on their books, 
enough money to buy $10 billion worth of bonds in 1 year without any 
cost to the banks, and upon which they can receive $300 million a year. 

That has been confusing to me. I cannot understand that. Two 
percent of the banks bought $7.5 billion worth of Government 
securities. 

I do insist that we should consider when we have sold all the bonds 
we can, when we have acquired all the money we can for the Govern- 
ment, and then it is necessary that money be created, I think the 
Federal Reserve banks which are in the business of creating money 
should create that money rather than the commercial banks. 

I just wanted to make my position clear. 

Mr. Martin. I might say that you handled that very well when you 
were chairman of the committee in 1952. You remember that you and 
I disagreed then about that. 

Representative Parman.. Thank you, sir. 

The Cuarrman. I would like to raise a technical question which 
might take more time than we have here, but I would like your general 
comments, either now or later, on this proposal. You have the three 
classic methods of checking recessions, and maintaining stability in 
the price level, namely by open market operations, changing member 
mas reserve requirements, and by raising or lowering the rediscount 
rate. 

In changing the rediscount rate you, of necessity, influence the rate 
of interest. 

I have come to feel that it would be desirable if the Government 
were neutral on the question of interest rates. 

I criticized my own-administration, as you remember, for artificially 
sepresing the interest rate in early 1951. 

I am very frank to say that I think the Treasury has artificially 
raised the rate in recent years, and when the Federal Reserve raises 
the discount rate, of necessity, you raise the general interest rate. 

Your purpose in this, of course, is to diminish the demand for funds 
and hence tone down the level of activity. When this is done, in a 
period of considerable unemployment and idle capacity, however, the 
result is to hold back full recovery. 
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I had wondered whether the Federal Reserve Board’s aim of follow- 
ing policies which would help to stabilize the economy and offset both 
inflation and deflation could not be obtained directly through open- 
market operations; namely, that when you want to expand the eur- 
rency, you would purchase Government securities and build up mem- 
ber banking reserves, and when you want to contract, you would gel] 
Government securities, and therefore shrink member banking reserves, 
Then let the interest rate be determined in the open market with the 
Government and the Federal Reserve neutral on that. issue. 

Have you given consideration to that? 

Mr. Martin. You would eliminate the discount and try to have the 
open market operations do the same thing? We will give you a memo- 
randum on that. 

(When received the material referred to will be available in the 
committee files. ) 

The Cuarrman. Will you be willing to shoot from the hip on it 
now ¢ 

Mr. Martrn. I don’t think you can administer the discount win- 
dow—you change the whole operation. 

The CHarrman. You are not compelled to accept the Government 
bonds that are presented to you. That is optional on your part. 

Mr. Martin. That is true, but the administration of that window 
gets to be very difficult. 

The CuarrMan. But you can simply close it down. 

Mr, Martin. Well, there are many instances if you did that where 
you would work a real hardship on individual banks. 

You have to think of each of these in relation to the needs of the 
particular bank. If you just shut it down as a general control—I 
think it has a real weakness, that is, I mean your suggestion has 4 
real weakness, Senator. : . 

The Cuarman, It is 11 minutes past 1%. It is not the time for a 
long discussion, but I think there is more to it than you seem basically 
to believe. 

I think it would have this great advan it would remove the 
struggle over the interest rates from the political field. 

I am very frank to say that this administration has boosted it and 
that many of your actions have contributed to its increase. 

Perhaps it should be a matter of public policy, but I would like to 
see at least an experiment made with the Government neutral on the 
question of the interest rate. You could use the tool of buying and 
selling Government bonds as an instrument of control, but have the 
ae rates adjust in terms of the supply and the demand for 

nds. 

Now, if you and’ your experts have time, I would appreciate it if 
you would present a memorandum on that. 

Representative Parman. May I interrupt. In the same memo- 
randum I wish you would state your opinion of the Federal funds 
market that are available now, and this comparatively new market, 
Mr. Martin, where you state it would be a squeeze on many banks 
without the discount window which is now seldom used, as you know, 
that the Federal funds are available in New York now at the same 
rates ote the banks would have to pay the Federal Reserve. Is that 
not so? 


Mr. Martin. I think that is about right. 
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Representative Parman. So they are really bypassing the Federal 
Reserve, it seems to me, and I would just like to have your memo- 
randum to cover that. 

Mr. Martin. I will be very glad to prepare you one. 

Representative Parman. And also in the bank deposits. 

Mr. Martin. Yes. 

(When received the material referred to will be available in the 
committee files. ) 

Representative Parman. It seems to me the bank deposits have 
increased rapidly and that we are approaching possibly the same level 
that existed prior to the passage of the Federal Reserve Act when. 
too much money was concentrated in too few banks. 

Mr. Martin. Well, we will be glad to cover both of those parts. 

The Cuairman. One final question. The New York Federal. Re- 
serve Bank is the fiscal agent of the Treasury, is it not? 

Mr. Martin. That is correct. 

The Cuairman. Now, in its relationship with the Treasury, do you 
exercise any Supervision over its activities, 

Mr. Martin. I do not think we can, by law. We, of course, have 
general supervision over the bank, and the salary structure and that 
sort of thing in the bank, but. the law provides that the Treasury— 
that the New York Federal Reserve Bank is the fiscal agent of the 
Treasury. 
see cooperate with us in keeping us informed, but I don’t 
think 

The Cuarrman. The president of the bank wears two hats then. 
He is the fiscal agent of the Treasury and he is also the head of the 
Federal Reserve Bank, which is under your general supervision. 

Mr. Martin. That.is correct. 

The Cuatrman. Do you think that. relationship needs to be gone 
into ¢ 

Mr. Martin. We so recommended at the time of the Financial In- 
stitutions Act. 

I have not always agreed with the Treasury on that, but I don’t 
think they think so. Personally, I think it is a| weakness in 'the 
present law. 

Representative PatmMan. May I interrupt again ? 

Now, notwithstanding the fact that it is a fiscal agency, there has 
never been an independent audit made of the Federal Reserve Bank 
of New York, has there? In other words, the General Accountin, 
Office of the U.S. Government has never made any audit of a Fede 
Reserve bank of New York, and the only audit ever made is one se- 
lected, the auditors were selected by the officers and directors of the 
Federal Reserve Bank of New York themselves. 

They selected their own auditors and gave them their own directions 
and those reports have never been available to Congress until the 
last year or two. 

_ Mr. Martin. The last few years they have been available and I 

insist, Mr. Patman, that we are one of the best. auditors anywhere. 

nz inamameere a Patman. They are your own auditors; you pick 
em. 

Mr. Marttn. I think you will find our audit system and control 
System is extremely good. 
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Representative Parman. I don’t doubt but that you use great care 
in picking the best auditors you can. You pick them and you give 
them instructions and it does not seem to me that it is a good way 
to run a business. 

Mr. Martin. We send up what the instructions are, and we added 
the outside, individual auditors. 

I think one of the primary purposes of the Federal Reserve Boand 
is to do that for the individual banks, but in addition to that we have 
now brought in independent auditors from the outside and they have 
gone in and made independent audits of individual banks to check 
our procedures. 

Representative Parman. And made reports to you, yourself? =» 

Mr. Martin. Now, the Geral Accounting Office does not audit 
us, and if you will go back to the Banking Act of 1933 and 1935, it 
was steadily debated, as you and I both know, at that time, and it was 
decided that we would not be put under the General Accounting Office, 
We were given that flexibility. 

Now, neither you nor Senator Douglas have agreed that that was 
a wise decision, but that is as it is today and I have steadily main- 
tained that, in my judgment, it is a correct way. 

Representative Parman. But the amount of business done, then, as 
compared to now, was peanuts. I think a great mistake was made 
and I hope the Federal Reserve Board will not further insist on o 
sition to the proposals to audit thoroughly the Federal Reserve Se. 
—. including the Federal Reserve Board and the Federal Reserve 

anks. 

Mr. Martin. Your position is well known there, Mr. Patman. 

Representative Parman.. Your opposition is well known, too. 

The Cuarrman. I was privileged to spend a few days at the control 
center for the open market operations. 

Mr. Martin. We appreciate that, Senator. 

The CHarrman. I was struck with the fact that you had a limited 
number of dealers from whom you bought, or to whom you sold. I 
think at that time it was 12 or 15. Isthat right? 

Mr. Martin. That is right. 

The Cuarrman. And you dealt with each of these at arm’s length 
with a separate telephone connecting the contro] center with each of 
the dealers, and I wondered if you had ever considered the possibility 
of a central board of trade where all the dealers would be brought to- 

ther and where the purchase and sales of Governments would be al- 

wed—it would be quite open—by competitive bidding. 

Mr. Martin. We have actively considered it, and it is being con- 
sidered at the present as a possible method of operation. 

It is not an easy problem to work out; having come out of the stock 
exchange, I at one time thought it would be desirable to have it on 
the stock exchange. You see, there are different types of markets. 
This is not an auction continuously. 

The Cuamman. Has your study progressed far enough so that you 
could present methods and the advantages and disadvantages of & 
central place where competitive buying and selling could take place! 

Mr. Martin. If you will give us some time on that. We are in the 
process of collecting a lot of material. 

oe, qe: You think you could do it in a span of 2 or 3 
months ! 
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Mr. Martin. I thinkso. 

The Cuarrman. And then submit it to such other committees of 
Congress as might care to see it as well ? 

Mr. Martin. We would be very pleased to do that. 

Representative Parman. One other things, Mr. Chairman, includ- 
ing the advisability of you selecting 16 dealers for the dealers all 
over the country—I won’t call them pets of the Federal Reserve, but 
they are given special treatment, I think, because they are even al- 
lowed to borrow money from the Federal Reserve banks to finance 
their operations. 

So, you not only have the telephone connecting up with them 
and dealing with them all the time, but you are furnishing them 
the money. I think it is in violation of the Federal Reserve Act my- 
self, and I think that you probably realize it, your Board did, because 
last year you asked that it be legalized. 

You asked last year that the law be changed so that. you could make 
loans to these dealers, but you still make them anyway. 

Mr. Martin. That is a moot question, Mr. Patman; we have made 
repurchase agreements available for many. years, and that was a bill 
for clarification of the authority. 

Representative Parman. But age doesn’t make anything legal. I 
do not think that you would insist on that, would you? 

Mr. Martin. Not just age; no. 

Representative Parman. Well, in this case, you are furnishing them 
the money to deal with these securities. 

Mr. Marttn. We are helping them to finance their operations in 
order to facilitate the functioning of an important market. 

The Cuarrman. Thank you very much, Mr. Martin. 

The discussions will be continued this afternoon at 2:30 in this 
room, and Mr. Seymour Harris, of Harvard, will present a critique 
of your remarks. 

(Whereupon, at 12:20 p.m., the committee recessed, to reconvene at 
2:30 p.m., same day.) 

AFTERNOON SESSION 


_ The Cuarrman. Dr. Harris, we are very appreciative for you com- 
ing down from Cambridge in order to present your views, and be- 
cause you had to rearrange your schedule. You havea very busy life 
and we are very appreciative. Thank you very much. 


STATEMENT OF SEYMOUR E. HARRIS, CHAIRMAN, DEPARTMENT 
OF ECONOMICS, HARVARD UNIVERSITY 


Mr. Harris. Senator, will it be all right if I submit the statement 
for the record ? 

The Cuatrman. Yes. It will be printed for the record and then 
you may comment orally upon it if you like. 

(The statement referred to follows :) 


STATEMENT ON MONETARY Poticy By SEyMour E. Harris, CHAIRMAN, 
DEPARTMENT OF ECONOMICS, HARVARD UNIVERSITY 


At the outset I should like to make two points. First, the obvious one, is that 
Iam speaking for myself and not for my university. The second is that, though 
I am critical of recent monetary policy, I do want to say that I admire Mr. 
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Martin, Mr. Mills, and their colleagues for their courage and candor. 


have shown much more courage than the Federal Reserve showed, for example, 
in the 1920's. 


1. Objectives of monetary policy 


The objective of monetary policy, according to statements by the Chairman of 
the Board of Governors of the Federal Reserve, by Secretary Humphrey before 
the Senate Finance Committee, where the administration views were fully 
and even statements by the President himself, suggests that the most im 
objective of economic as well as monetary policy is stability in the value of the 
eurrency. In this sense, there is no independence for the Federal 
because the Federal Reserve’s position is that of the administration. In 
increasingly the objective of growth is mentioned, but it certainly does not play 
the vital part in the administration’s policies as it should have. 

Obviously, these are matters of degree. We would all accept a 10 percent rige 
of output per year and a 1 percent inflation as a very effective policy; but an 
increase of prices of 10 percent and of output of 1 percent would be considered 
an unfortunate policy. The recent discussion of whether we want a 5 percent 
growth and some inflation or a 1 or 2 percent growth and no inflation, I think, 
well reflects the difference of viewpoint between the administration and some 
of its critics. 

In this connection, we should perhaps present the following table. 


Rise of gross national product, cost of living, wholesale prices, and the relatioy- 
ship between the rise of GNP and the rise of the cost of living 


[Percentage changes] 


Excess of 7 
Annual rise | Prices, cost Wholesale onan 
of real GNP of living prices ae GNP over 


I do not mean to say that stability and growth are the only objectives of,our 
economic policy. For example, an even more important objective than either of 
these might be the security and survival of the Nation. It is conceivable that 
in order to be secure we may upset our objective of stability. Ordinarily, the 
objectives of growth and security are consistent, but those of stability and 
security are not necessarily always consistent. 

Another objective is equity. Here again it is conceivable that the educational 
system or the housing situation or that of our depressed areas may be so bad 
that we may have, to some extent, to sacrifice stability in order to achieve a 
better distribution of expenditures. These, of course, are all matters of judg- 
ment end degree. 


2. Is our system stable? 


On the whole, in the last 10 years our record has not been bad, even on 
grounds of stability. ‘The average rise in the cost of living has been 2 percent 
and in wholesole prices 1.40 percent. Should we eliminate the effects of the 
Korean war, then the average rise in these 10 years in the cost of living would 
be 1 percent and in wholesale prices one-half of 1 percent. In the same period 
we had a rise of output in real terms of 35 percent. This is surely not a bad 
record and compares favorably with earlier ones. In fact, it is a much better 
record than that from 1896 to 1913. One must remember that majer rises of 
prices occur in wartimes, and this was also true in the last 10 years. It is not 
easy to have stable prices in wartime. 

We can also raise the question whether in fact the price rise has been as large 
as it is sometimes held to be. Our index numbers are not perfect. It is not 
clear that our inflation is even so large as is suggested by the index numbers. 
In the compendium before the Joint Economic Committee, Professor Ruggles, of 
Yale, argued as follows (pp. 298-299) : 

“* * * Prices are obtained for commodities of fixed specifications. In fact, 
however, new items continue to appear on the market, and old items change it 
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quality. When improvements in quality cannot be measured, and new preducts 
appear which are more desirable than those they replace, price indexes which 
must leave these factors out of account will show too much price increase. * * * 
But improvements in quality may occur at no increase in cost, so consumer gets 
more value for his money. In such cases, no adjustment is made im prices and 


‘the price index does not reflect the quality improvements. * * * Suppose an 
4ndividual were given $1,000 and a choice of ordering goods either from an early 


postwar Sears, Roebuck catalog (say 1948) or a current (1957) catalog. lf he 
were permitted to spend the money in terms of only one catalog, which catalog 
would he choose? The 1948 catalog has substantially lower prices, but also less 
advanced products. In the 1957 catalog which was shown, it could not be said 
that prices rose from 1948 to 1957, despite the evidence of the price indexes.” 


3. Treatment of inflation by the monetary authority 

In the past, the major cause of inflation has been an excess of demand, that 
is, the total amount of spending in relation to the flow of goods and services 
tends to send prices up. In the last few years much has been made of the point 
that inflation is caused by a cost push... The question immediately arises 
whether we should treat an inflation brought on by a cost push in the same way 
as one brought on by an excessive demand. It is not clear to me that the 
Federal Reserve has adequately recognized the differences in these two types 
of inflation nor its responsibilities relatively to one as against the other. 

The President and the Council have also suggested that labor should be more 
restrained in its demands and that everything should be done to increase produc- 
tivity. Of course, we all agree that any gains in production would be an 
offset to the rise of prices to the factors of production. 

I should say parenthetically that there has been a campaign, supported to some 
extent by the administration and also by many others inclusive of eminent jour- 
nalists, that labor is responsible for the inflation. I think myself that the con- 
tribution of labor to the price rise has been greatly exaggerated. ' 

It must be realized that any increase in wage rates is to some extent offset by 
arise of productivity. It has even been claimed that to some extent capital has 
absorbed the rise of wages. This absorption, however, has not been on a large 
scale. But perhaps what is more germane is to point out some evidence produced 
by the Department of Labor in June 1958: 

With 1947 as 100, the Bureau of Labor Statistics, in a release of June 1958, 
pointed out the following for 1957: 


[1947 = 100] 


Wages and salaries per dollar of real product (1957) 

Nonlabor payments per dollar of real product * 

Average hourly wages and salaries 

Average hourly compensation in constant purchasing power 
Average hourly wages and salaries in constant purchasing power. 
Real product per man-hour, all persons, total private sector 


! ceeriowsy, the nonlabor contributions to inflation have been relatively just as great as 
abor’s. 


In a very interesting study, Miss Ruth Mack, of the research staff of the 
National Bureau of Economic Research, has shown that labor is not primarily 
responsible for the rise of prices. Between January of 1947 and the 1956 or 1957 
high point she writes in the committee’s compendium (p. 130) : 

“* * * Spot market prices fell by 10 percent of their 1947-49 average, crude 
es ae Fose by 16 percent, and all manufactured goods rose by 34 per- 
cen 

“Labor cost does not explain these divergent trends. Between 1947 and 1957, 
according to the indexes prepared by the staff of this committee [Joint Economic}, 
labor cost increased about 15 percent of its 1947-49 average. In other words, 
the cost of labor and the cost of crude materials rose at about the same rate, 
and both rose substantially less than did the prices of manufactured goods. 

_“* * * What, then, is the explanation of the divergent trends? It does not 
lie. primarly, of course, in bulging, profits. Rather it must be found in the in- 
creasing amounts of fabrication to which materials are submitted, increased 
marketing costs, increased administrative costs, costs of research, of insurance, 
of development. These shifts in products and in cost structure thrive in the 
general atmosphere of the times.. Many of the emphasized costs are of the over- 
head or burden type. There is a widespread belief that the strong upward trend 
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in demand is truly durable. This weakens usual fears of saddling’a business 
with heavy overhead-type costs. * * *” 

Perhaps the crucial point is, in the face of these cost pushes, whether it is 
the responsibility of the Federal Reserve to offset these by restrictive monetg; 
policies and thus bring on unemployment. This is what clearly occurred in 
1956-57. Is it also the responsibility of the Federal Reserve to neutralize the 
effects of governmental policy? If the inflationary pressures are brought on by 
wage contracts which are made by 70 million workers and a few million employers 
and also by the needs of Government, is it the responsibility of the Federal Re 
serve to interfere with these movements in order to achieve absolute price sta- 
bility? Obviously, the Federal Reserve has some responsibility for rest: 
but the real question is how far? In our economic society it is almost impossible 
to bring about a reduction in wage rates. Therefore, as a minimum we can ag- 
sume a stable wage rate in the less effective or less productive or lesser growing 
industries. In the others, there are bound to be differentials, that is, some w: 
must rise more than others in order to bring about the proper allocation of labor 
and other resources. Even in 1958, despite the fact that many labor leaders, like 
Mr. Reuther, showed great restraint in view of the recession, the UAW obtained 
wage concessions from the manufacturers. We may therefore assume 
wage rates even in recession. If they are offset by increased productivity or 
absorption by capital, then we should have no inflation. If they go beyond that 
point, then the Federal Reserve has to face up to the problem of whether it is 
prepared to cut output, say, by $50 billion in a few years and reduce the a 
output by a few percent a year over the years in order to bring about absolute 
stability? 

Not only is this a serious responsibility for the Federal Reserve, but also re 
flects one of the great difficulties the Federal Reserve has in achieving stability. 


4. Controlof supply of money and of spending 

One of the difficulties confronting the Federal Reserve, aside from the cost 
push, is the fact that it operates primarily on the supply of money, hoping that, 
for example, in a prosperous and boom period a reduction in the supply of money 
would raise the rate of interest and also, therefore, increase savings. It should 
be noted, however, that a rise in the rate of interest also cuts down investment. 
What is more, the recession was largely explained by a roughly $17 billion de 
cline of investment from the third quarter. of 1957 to the second quarter of 1958. 
This reduction was especially large in inventories and in business plant and 
equipment. Residential construction also made some contribution here. The 
resultant loss of gross national product of perhaps $50 billion is to be associated 
with this decline of investment and the secondary effects as well as with failures 
of growth in 1956. 

Undoubetdly, the prosperous period would have been stopped much earlier had 
the Federal Reserve been able to control spending as effectively as it could con- 
trol the supply of money. In one period of several years, the total supply of 
money increased by 7 percent, but total bank debits, by 30 percent; and in one 
year the respective increases were 1 and 8 percent. 

Indeed, in the “Hearings Before the Senate Finance Committee on the Finan- 
cial Condition of the United States” (p. 1307), Chairman Martin even seemed to 
claim that he could control the turnover of money: ‘We have let the balance of 
- the 2 percent on our 3 percent growth take place out of the velocity of money, 
the turnover of money, and we have felt that this was about right, though I think 
sometimes we felt that perhaps we have erred a bit on the side of letting the 
velocity accumulate faster—it is very difficult to measure—than the situation 
warranted.” 

At the same hearings in a discussion with Secretary Burgess, Senator Ander- 
son brought out the fact that the financial intermediaries had increased their 
lending much more than the commercial banks which-were under some restraint. 
But Mr. Burgess’ reply was that this, after all, was good, because what went 
into these organizations were real savings. (Seep. 1148.) 

Yet it is important to point out that in one period of 4 years, while the assets 
of commercial banks increased by 13 percent, those of life insurance companies 
rose by 30 percent, of mutual savings banks by 20 percent, and of savings and 
loan associations by 90 percent. Even if the Federal Reserve, therefore, can re 
strain the commercial banks, it finds it increasingly difficult to control the finan- 
cial intermediaries. Nor did the Federal Reserve or any governmental repre 
sentative in the thousands of pages of hearings before the Senate Finance Com- 
mittee suggest any means of dealing with the financial intermediaries. 
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Yet it is the financial intermediaries that bring about a relatively large rise 
of spending in relation to the increase in the supply of money. They obtain 
cash, often inactive cash, from the public and put this cash to work. Indeed, 
the Federal Reserve claim that their control of the supply of money ultimately 
brings about control of the financial intermediaries. But the relationship is 
indirect and there is a very long lag, as has been evident in the recent years. 

If the objective of the Federal Reserve is to control expansion, certainly the 
liquidity of the economy is a relevant consideration. Here the contribution of 
the financial intermediaries is important. But the banks also have been reason- 
ably liquid, as has been business. All these factors tend to make the job of the 
Federal Reserve more difficult. For in 1955, as a result of its policy of ease, the 
banks, as the Federal Reserve admitted, were able to increase their holdings of 
public securities greatly. In the ensuing period of restraint, the banks them- 
selves were able to dispose of Government securities, with disastrous effect on 
the prices of these securities, and substitute commercial loans. In this manner, 
the banks were able to evade the pressures of the Federal Reserve. 

I sense that on the whole the Federal Reserve still is not sufficiently aware of 
the modern advances of monetary theory, which put much more emphasis on 


* total amount of spending as a factor in inflation than the total supply of money. 


5. Self-imposed limits 

Another obstacles to effective Federal Reserve policy is that the Federal Re- 
serve does not use the weapons that it might very well mobilize. For example, 
the “bills only” policy is one that I find very difficult to understand. On this 
issue, President Sproul has been much nearer the truth than the Federal Re- 
serve Board. If one wants to influence the rate of interest, it is much more ef- 
fective to operate on the long-term securities rather than the short-term. Yet 
the Federal Reserve ordinarily refuses to operate on the long-term market. Its 
major reason seems to be a fear of introducing an element of uncertainty into 
the Government bond market. It does seem to me that the general objective of 
stability transcends that of the assurance of a favorable market for the dealers 
in Government bonds. Indeed, under great pressure the Federal Reserve has 
occasionally waived this self-imposed limitation. 

Another limitation that the Federal Reserve puts upon itself is to consider 
not the total reserves or the excess reserves of the commercial banks as the factor 
that determines their activities but rather what it calls the free reserves. The 
free reserve is the difference between the excess reserves, that is, the excess over 
legal requirements, minus indebtedness to the Federal Reserve banks. In the 
twenties, a theory was developed that the Federal Reserve could impose a re- 
straint by getting the member banks into debt. This theory was developed in 
part because the Federal Reserve found some obstacles in influencing the total 
Teserves of member banks. Undoubtedly, there is something to this theory, 
though I think its potency is considerably exaggerated. I am.impressed by. the 
fact that after 1 year of recession (by the summer of 1958) the reserves of mem- 
ber banks, as well as their excess reserves, were virtually unchanged. This does 
not suggest to me a very effective antirecession monetary policy. I fear that the 
great fear of a future inflation had something to do with this stability in the 
total volume of reserves of member banks. 


6. Problems of integration 


It is not only the Federal Reserve that influences the money rate and the 
amount of spending. The Treasury and governmental credit agencies also have 
a considerable effect. It is not easy to find a consistent policy among these 
various agencies and departments, 

In 1953, it will be recalled, Secretary Burgess introduced a high-money-rate 
policy through the issue of his famous 3% percent bonds. The Federal Reserve 
acquiesced, though it is not clear how enthusiastically. 

It is a generally accepted theory in economics that in periods of booms, when 
the Federal Reserve is trying to increase the rate of interest, if this is the appro- 
priate policy, the Treasury cooperate by issuing long-term, securities and thus 
absorb excess amounts of cash. In this way, the Treasury also contributes 
toward the higher rate. But when confronted with this particular issue before 
the Senate Finance Committee (p. 728), Secretary Burgess could only say that 
the market did not want long-term Government bonds. “They regarded Gov- 
ernment bonds as a secondary reserve at the moment. The demands of their 
customers are so great that they are trying to meet them as their first respon- 
sibility.” Therefore, the Treasury issued short-term securities, not long-term. 
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In the current recession, of course, the correct policy would be to issue short- 
term securities. Yet I quote from the “Economic Report of the President of 
January 1959” (p. 44): “In the first 6 months of the year, $19.6 billion inter. 
mediate and long-term securities were issued, which resulted in a s 


increase in the average length of the outstanding marketable debt.” Is it any 


' wonder that the rate on Government securities has gone up so and that we 
have not had the maximum lift from reduced rates that we should have had 
by now? 

Along the same lines it may be noted that as the President’s Council points 
out, in mid-November of 1957, the Federal Reserve finally reduced its discount 
rate from 3% to 3 percent, thus “signaling a decisive change in policy” (p. 36). 
But, on page 38, the President’s Council points out all the numerous s 
measures taken by the Housing Administration in order to increase the supply 
of housing and make the purchase of housing easier. These measures began in 
August 1957, when minimum downpayment requirements on FHA-insured loans 
were reduced by administrative order. 

One ean go even further and point out the President’s great concern over 
inflation and the need of the Federal Government showing great restraint and 
leadership. The Federal Reserve fearing an inflation, had already increased its 
discount rate in the summer of 1958. The Federal outlays for 1959-60 were to 
be reduced by $3 billion and the budget to be balanced. But contrast the volume 
of Federal loans and guarantees and we find an entirely different policy. The 
Federal credit agencies have increased their loans since 1953 from 19 to Close 
to $28 billion. But the most startling increase is of guarantees from $31 to $69 
billion. And even in fiscal year 1960, it is anticipated that loans will rise by 
only $1 billion but that guarantees will rise by $9 billion, bringing total guarantees 
up to $69 billion. Throughout this whole period, both in periods of ease and of 
prosperity Federal credit programs have continued to grew. One may ask why 
these strikingly large increases in guarantees. There is much to be said for 

‘them in order to achieve the maximum output of housing. But I suspect one 
important explanation is that an increase of guarantees, irrespective of what it 
does to the demand for resources and to the price level, dose not count as budgetary 
expenditure. Loans do, however. Therefore, the greater interest in guarantees, 


7. Failures of monetary policy 


We can judge the net results of monetary policy by what has been accom- 
plished. From 1955 to 1958, the consumers’ price level rose by 8 percent. In 
this same period, there was virtually no net change in gross national product 
(in stable prices). We anticipate annual increases of at least $15 billion in the 
gross national product as a result of increased productivity and the rise of the 
numbers in the labor market. In the 3 years 1956-58, gross national product was 
$4, $14, and $30 billion below what might have been achieved, or roughly $48 
billion. A further deficit below the growth from 1955 to 1959 is anticipated. 

In this sense, the policy failed, because not only was inflation not stopped, but 
a recession followed. Indeed, the Federal Reserve probably contributed to a 
slowing up of the price rise. But was this worth the recession? The recession 
should not be put wholly at the doors of the Federal Reserve, because there had 
been an investment boom which undoubtedly had contributed toward the reces- 
sion. But the recession itself and the excess capacity are themselves functions 
of demand. Once the monetary authority cuts down demand, that in turn 
increases excess capacity. For this reason, I am not very much convinced by 
the analysis in the “Pyesident’s Economic Report,” in which it is shown that 
“in manufacturing alone spending on new plant and equipment between 1953 and 
1957 had increased capacity by about one-fourth, but production had increased 
by only 7 percent” (p. 12). 

Monetary policy is generally supported because it is supposed to be a general 
approach that does not interfere with the allocation of resources in any specific 
way. Yet this is far from the truth. Consider various markets, for example, 

First, let us consider the Federal securities market. In 1951, an important 
accord was made, which was undoubtedly justified. The Treasury had exercised 
altogether too munch influence in the determination of the supply of money as 
a means of pegging the price of Government bonds. But more recently the 
reverse policy has come into being, namely, a disregard of the price of Govern- 
ment securities. The high money rate policies had a significant effect here. In 
his testimony before the Senate Finance Committee (pp. 1237-1238), Chairman 
Martin said he was not afraid that higher rates would induce large disposals of 
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Government bonds by banks and financial institutions. (They would be deterred 
by falling prices.) Actually, from 1954 to 1957, the financial institutions dis- 
of $19 billion of Government securities, and of these $19 billion, $15 billion 
were purchased net by other buyers. But sellers had to make large concessions 
i ces. 
er consider the State and local governments. They have had consider- 
able problems, in part because their debt has been increasing by about $3 billion 
a year and possibly $4 billion next year, and in part because of the Federal 
Government’s unwillingness to assume certain responsibilities. These govern- 
ments have already suffered because the tax exemption privilege does not yield 
in lower interest rates what it used to. This is the result of a great increase 
in these securities, the rise of competing securities; and also the greater avail- 
ability of other means of avoiding taxes. Therefore, the issues of these securities 
have to appeal to lower income groups for whom the privilege of tax exemption 
was not nearly so great as for the high-income groups. On top of this, these 
governments have been confronted with the large increases in rates of interest 
which have made it very difficult for them to issue securities to finance their 
needs for highways, schools, etc. 

Unlike the business corporations, they cannot pass these higher costs on to 
anyone but the taxpayer. The large corporation, on the other hand, has plenty 
of cash normally and therefore is not very much troubled by higher rates; and 
often the consumer may be forced to absorb the costs of higher rates. Moreover, 
their position improves vis-a-vis their competitor’s because of their more liquid 
fnancial position. This puts them at an advantage compared to the small 
business, for example. 

Housing is another special area that is hit directly by the high money rate 
policy. From 1955 to 1957, residential starts dropped from 1,330,000 to 1,004,000 
and expenditures from $20.1 billion to $17.2 billion. Other construction rose 
from $18.7 to $20 billion. These figures again suggest the uneven incidence of 
the general monetary policy. Higher money rates tended to reduce output 
where there was an-excess capacity, for example, in the building industry. 

Another area where general policies, like monetary policy, can do little good 
is in particular pockets of unemployment. In view of the large productivity 
gains in 1958 during the recession there was a great likelihood that these pockets 
would become very serious in the next year or two. Mr. Raskin, of the New 
York Times, had an interesting article on this matter recently. No monetary 
policy can really cope with this kind: of a situation. For this reason, it is 
important that such areas as Detroit, New England (textile industry), Pennsyl- 
vania (coal industry), and similar areas should have the support of concrete 
programs to deal with these areas. They require, for example, planning, grants, 
loans to set up new industries, improved unemployment compensation, and the 
like. For this reason, I am hopeful that an.area development program on an 
adequate scale will be introduced in the present Congress and receive the 
President’s support. 


8: The recovery 


It is well to discuss monetary policy in relation to recovery. Indeed, there was 
a substantial increase of deposits and currency in 1958 and also in loans and 
investments. It will be recalled that the Federal Reserve was hesitant about 
increasing the member bank reserves and only brought about a reduction in the 
indebtedness of member. banks. Of about $14 billion expansion of loans and 
investments of banks in 1958, the major factor was a rise of $10 billion in security 
holdings, mainly Federal, and a rise of $4 billion in loans. But business loans 
actually declined. Then how did the recovery come about? 

No one has explained this more effectively than the President’s Economic Re- 
port.. In this report (p. 44), itis, pointed out that from the third quarter of 
1957 to the first quarter of 1958 an excess of receipts of the Federal Government 
of $3.4 billion was converted into an excess of expenditures of $6.6 billion. In 
other words, instead of draining the economy of cash, the Federal Goyernment 
was increasing the cash resources of the economy. This is quite inconsistent 
with comments in other parts of the report about the need of a balanced budget 
and the like. Obviously, the deficit contributed greatly to the improvement in 
the situation. But the major factor here, as the President’s Council admits, 
was the reduction of receipts. This decline was more or less automatic and 
the result of the very flexible tax system that has been inherited as a result of 
tax reform before World War II and during World War II. 
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These are, however, seasonally adjusted expenditures ; and if one considers the 
actual contributions of the Federal Government, the results are not quite g9 
satisfactory from the viewpoint of the Government’s contribution. In the thirg 
quarter of 1957 to the second quarter of 1958, the gross national product declined 
by $17 billion. But Federal purchases of goods and services rose by. only $1 
billion, as compared to a rise of $3 billion for State and local governments, 

Another very important factor in recovery was the large rise of transfer of 
payments from $21.6 billion in the third quarter of 1957 to $26.2 billion in the 
second quarter of 1958. These, of course, result from payments of unemploy. 
ment compensation, old age insurance, and the like. 

We should also mention the Federal bill for pay increase in part retroactive, 
a modest increase in wage rates in industry, the improvement in the agricultural 
situation as factors that tended to help bring about the recovery. On the whole, 
the contribution of Federal Government was small, except for the automatic 
response of transfer of payments and reduction of taxes. Had an actual tar 
reduction bill been achieved or a larger program of spending, the recovery would 
have been much quicker and probably would have saved billions of dollars, At 
any rate, the major factor in the recovery was not monetary policy. Perhaps 
we are asking too much of monetary policy. 


9. Recession, the threat of inflation, and Federal Reserve policy. 


In the third quarter of 1958, the Federal Reserve began to increase bank rates, 
Although unemployment was still above 7 percent seasonally adjusted, the Fed. 
eral Reserve introduced once more a dear-money policy because it anticipated 
inflation. It should be noted that at this time, that is, in the third quarter of 
1958, gross national product had increased by $10 billion as against a loss of $17 
billion from the third quarter of 1957. But since an increase of $15 billion would 
be expected in 1 year as a normal rise or almost $20 billion with an allowance for 
the rise of prices, we can conclude that actually the recovery had only obtained 
about one-quarter of its potential when the Federal Reserve began to increase 
discount rates. } 

This policy is explained by a great fear of inflation on the part of the Federal 
Reserve. It seems to me that they tend to exaggerate the dangers of inflation, 
Perhaps the explanation is their concern that this is their special responsibility. 

Time and again, and especially in the hearings before the Senate Finance 
Committee, the representatives of the Federal Reserve stressed the point that a 
creeping inflation would develop into a galloping inflation. More than anyone 
else, the Federal Reserve has made the country aware of the inflation danger. 
Yet, as I have indicated earlier, there is little basis for this projection. But the 
overall awareness of the dangers of inflation, to which the Federal Reserve has 
contributed so much, has had the result of inducing the leading financial men of 
the country to seek common stocks rather than fixed interest yielding bonds. The 
result in part has been a substantial rise in stock market prices which in turn 
has contributed toward the Federal Reserve’s concern about inflation. Indeed 
excessive publicity given to the dangers of inflation tend to bring about the very 
condition which everyone wants to avoid. 

For the same reason, I would not be inclined to support the widely proposed 
change in the law which would make it mandatory for the Federal Reserve to 
seek price stability. The proposed amendment, of course, goes beyond Federal 
’ Reserve policy. But the Federal Reserve has been in the forefront in supporting 

this proposal. If it is true that the Federal Reserve is excessively concerned over 
stability of prices as against maximum growth, this particular amendment would 
tend further to overemphasize this particular objective of economic policy. It is 
interesting in this connection that in the 1920’s and the 1930’s, when this pro- 
posal was made by congressional leaders, the Federal Reserve would have noth- 
ing to do with it. They claimed that they could not possibly stabilize prices. 
On the basis of past history, I am not sure they can do so now. 

In this connection it should be noted that even inducing unemployment thro 
dear money and restriction of the supply of money did not bring about a stabilit 
of prices—even with unemployment up to7 percent. : 

This brings me to the issue of an independent Federal Reserve. I have never 
been very enthusiastic about an independent Federal Reserve. This is particu- 
larly true since the 1930’s when the Government assumed a large respons 
for the economic well-being of the country. Independence has often meant that 


Federal Reserve can go any way it pleases, irrespective of the attitude of the rest. 
of the country, or of other governmental agencies. This was, for example, made 
clear in 1956 in the midst of the dear-money policy. In the hearings of the 
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House Government Operations Committee under the Reuss bill, it was revealed 
that the theory of an independent Federal Reserve has contributed toward a 
failure to use fiscal policy. Here we have, of course, one of the great deficiencies 
of modern public policy in this country. ‘Too much stress is put on monetary 
policy ; and independence for the Federal Reserve results in an unwillingness to 
use fiscal policy and also results in independence for other agencies and therefore 
independence everywhere and no integration—or at least not enough integration. 

This excessive concern with the stability of the price level, of course, means 
sacrificing those upon whom unemployment is concentrated as against a small 
loan to those with assets as against other gross gains for them. We should 
of course try to achieve the maximum degree of stability, but consistently with 
our other objectives. 

As Congressman Reuss pointed out in the hearings on his bill, the President, 
impressed by the theory that the Federal Reserve should be independent, does 
not make recommendations on monetary policy. This is ‘a most unusual situa- 
tion. I carefully looked over the President’s recommendations in the January 
1959 report and found no suggestion by him concerning what Federal Reserve 
policy should be in 1959. Indeed, he discusses the responsibilities of labor and 
even of business and especially the governmental responsibility on fiscal policy. 
But not a word about what the Federal Reserve should do. 

In his emphasis on the Federal budget, the President overstresses the signifi- 
cance of its contribution to inflation. In the table below, I point out that actually 
the rise of prices was at least as high in 1956-57 when the Federal receipts 
exceeded expenditures by $7 and $3 billion, as was the rise of prices in 1958 
when expenditures exceeded receipts by $8 billion. Surely there is no evidence 
here of any very close relationship between the size of the Government deficit 
and consumer prices. 

The inflation is much more to be associated with business policy. In 1955-57, 
the Government had surpluses. It was business that was spending more than its 
savings. . It will be noted from the table below in successive years 1955-58 that 
business had to depend upon external sources for $18, $14, $13, and $6 billion. 
These large drains on outside funds in excess of their own funds contributed sub- 
stantially to the expansion of the economy. 
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It should also be noted that the Federal Government’s net outflow on a cash 
basis in 1955 was $729 million, an inflow of $5,525 million in 1956 and a surplus 
of $1,194 million in 1957. This decline in the Government cash deficit, of course, 
would contribute toward inadequate spending, and therefore to the recession. 
Anotther factor, of course, was the reduced rise of consumer and mortgage 


debt, a reduction from $22.6 billion in 1955 to $18.1 billion in 1956 and to $14.3 
billion in 1957 ' : 
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Despite the restrictive policy of the Federal Reserve, prices continue to rise 
in 1956-58, though by the second half of 1958 the increase has been sg 
This continued increase in prices in the face of restraint is explained partly by 
the fact that with increased unemployment productivity declines. Though wage 
rates do not go up quite as much under unsatisfactory economic conditions as 
in boom conditions, and therefore to that extent prices tend to rise less, this is 
more than offset usually by the reduction of productivity in such periods 9 
excess capacity. (Hultgren, of the National Bureau of Economic h, in 
the hearings on the “Relation of Prices to Economic Stability and Growth,” 
97-98, shows that in periods of unemployment prices tend to rise because of the 
concomitance of both wage increases and reduced productivity. ) 

The only alternative to rigid price stability is a substantial reduction of output, 
an increase of unemployment, and a concentration. of the evils of economic 
distress upon a limited number. Why would not a solution lie in correcting 
the effects of a limited amount of instability?. Those who are especially injured 
by the instability of prices, assuming a modest rise, are those who are dependent 
upon fixed incomes. Here the crucial issue is the position of those who live on 
fixed income and especially the old. Would not a kind of escalator clause under 
the old-age and survivors insurance very largely take care of this problem? 
It would certainly solve a good part of the difficulty of a moderate degree of 
instability of prices. Then we might have, say, an annual rise of. prices of 
1 or even possibly 2 percent, an average increase of output of 5 percent, and 
perhaps an expenditure of $150 million per year to cover a rise of prices of 2 
percent for those who are especially injured by the increase, that is, the old, 
Even under private pensions, investment in equities tend to offset the losses 
resulting from inflation. The others more than make up for these losses through 
higher output, higher income, and more jobs. 


SUPPLEMENT ON QUESTIONS ADDRESSED TO CHAIRMAN MARTIN 


Since writing the above, I have received the questions addressed to Chairman 
Martin. eet the most part I have dealt with these questions. More specifically 
and briefly. He 

1. Proper division between tax policy and monetary policy as instruments of 
economic stabilization during the coming year? 

The case for any restraint in 1959 is likely to be greater than in 1958, for 
the economy should continue to pick up. But even in 1959 the restraints are 
not likely to be needed. I would not support a policy which invalidates the 
wage bargains and Government fiscal policy by substantially increasing the 
amount of unemployment or by preventing a substantial decline of unemploy- 
ment. If prices are stabilized as they were in the second half of 1958, then 
some easing would be justified. From the resulting increase of output, the 
amount of unemployment should be reduced. This is justifiable even if the 
cost has to be a price rise at an annual amount of 1 to 2 percent per year. 

If prices should begin to rise at a rate, say, in excess of 2 percent a year, then 
mild restraint may be justified. But I would prefer an increase of taxes both 
to contend with any substantial inflationary pressure and to provide adequate 
funds for security and welfare without bringing about a substantial inflation. 

2. Current policy of monetary authority? 

Chairman Martin is the expert here. To me it seems too restrictive e& 
pecially with prices stable and growth being contained. 

3. The inflationary factors do not seem strong. A Government deficit is of 
some significance; but in the first half of the year, the large seasonal inflow of 
funds should substantially reduce its impetus; and in both halves of the year, 
improved conditions and larger yields of revenue should be a stabilizing force: 
The deficit for fiscal year 1959 is likely to be of the order of $6 billion rather 
than $12 billion as estimated in the mid-year budget review. a 

Private investment, a substantial factor in 1955-57, does not seem to be rising 
at a dangerous rate; and the rate of expansion of consumer and housing credit 
has been contained. An export surplus at the 1957 level is also not likely. _ 

Too much publicity of the impending inflation contributes to inflation. 

4. Really developed elsewhere. ‘ar 

5. Earlier easing in 1957? 

I agree emphatically. Excessive concern over inflation seemed to concern t 
Federal Reserve. The Senate Banking and Currency Committee repo 
(Aschinstein) showed that the Open Market Committee was not nearly so 
cerned over the inflation threat as Chairman Martin’s statement. In fact by 
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early 1957 the published minutes of the committee revealed increasing doubts of 
the continuance of the boom. Yet in August, Martin insisted inflation was the 
No.l problem. A lowering of rates did not come until November. 

-[.do.not believe, as some Reserve authorities seem to, that the “doubts about 
the dollar” are.in any important sense a reflection of loss of confidence in the 
dollar. Are they not bringing reports back from abroad to this effect in order 
to gain support for restrictive policies? Actually our record on inflation is ex- 
client compared to any other major country. 


SUMMARY 
1. Threat of inflation is overdone 


So fearful is the Federal Reserve of a coming inflation that, in the midst of a 
recession with a recovery of only about one-quarter of the way to the expected 
peak and with 7 percent of unemployment, the Reserve raises discount rates in 
the third quarter of 1958. 

And for a year of recession there was no increase of bank reserves to expand 
the total supply of money and no significant expansion in the excess reserves. In 
other words, the Federal Reserve has treated a future inflation when the real 
problem is to treat a recession. 


2. Anti-inflationary policy and the recession 


Its concern with inflation helped bring about a recession which in a period of 
3 years has cost the country about $50 billion. This recession is in part the 
result of the restrictions on monetary supply, in part the result of the excess 
of capacity resulting from an investment boom. But the extent of the excess of 
capacity depends in part upon the supply of money which influences purchases, 
and buying was kept down by a vigorous Federal Reserve policy. 


8. What is the responsibility of the Federal Reserve? 


How far is the Federal Reserve supposed to go in voiding the decisions of the 
millions of employers and 70 million workers who make wage contracts? How 
far is the Federal Reserve supposed to go in neutralizing or restraining the 
Government in its fiscal policies? In other words, if the wage and pricing poli- 
cies and governmental policies tend to bring about higher prices, how far should 
the Federal Reserve go in restraining these demands and therefore helping to 
bring on a recession? Undoubtedly, the Federal Reserve has some responsibil- 
ity, but the question can honestly be raised whether they have not been assuming 
excessive responsibilities. To neutralize completely the expansionary effects of 
cost and price policy as well as governmental policy is a responsibility which the 
Federal Reserve cannot easily undertake and, moreover, is one not likely to be 
fulfilled. 


4. Cost push and inflation 


In the past, the Federal Reserve has generally tried to deal with inflation 
brought. on. by an exeess of demand ; that is; an excess:of spending in relation to 
the flow of goods and services, with a resultant rise of prices. But more recently 
they have had to deal with the cost push. 

By the cost push I do not mean merely increases of wage rates. In the last 
year or so many have exaggerated the contribution of wage contracts to the rise 
of prices. The Bureau of Labor Statistics has shown that the rise of nonwage 
costs are relatively as important as wage costs. 

By trying to treat the cost push in the orthodox anti-inflationary manner the 
Federal Reserve helped bring on and strengthen the recession. 


5. Unemployment and prices 


Despite the rise of unemployment, prices continued to rise in 1956-58. In 
other words, we had neither stability nor high employment, though undoubtedly 
the Federal Reserve slowed the inflation. 

Generally when unemployment develops, unit costs tend to rise; and, therefore, 
we get not only a rise of wages but an increase in cost due to the lower level of 
activity. Hence an unemployment policy contributes to inflation in that. sense. 
6. Objectives of policy. 

The ebjectives of ecénomic policy aré not merely stability, but also growth, 
equity, security, and the provision of necessary services. ° It is even-conceivable 


that if defense needs are large and important, services like urban redevelopment 
are of great importance and are not being met, that an increase of governmental 
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expenditures may be necessary even if this is contrary to the stability objectire:, 
Gains must be balanced against losses. 
It may be said that the policy of the Government now. seems to be to rustatesiy, 
pe ert of prices, even if it means a reduction of output increases to less md 
2 percent a year, as against an attainable figure of 4 or 5 percent. 


7. Use of monetary policy 


In 1958 monetary policy as an antirecession policy was not adequate, The 
failure to get out of the recession more quickly was partly the result of excessive 
faith in monetary policy and yet with inadequate recourse to the monetary 
weapon, and therefore a failure to use fiscal policy, that is,.a rise of Spending 
and a reduction in taxes. 

Actually from the third quarter of 1957 to the second quarter of 1958 Federal 
expenditures rose only by $1 billion as against a.cut in GNP of $17 billion. A 
more potent fiscal policy would have brought about a recovery much. sooner 
and cut the costs of the recession much below the $50 billion level. The year 
1958 was the time for the tax cut, most likely not 1960, as the President rene. 
In 1960, in view of the need of services and the progressive improvement in the. 
economy, the more likely policy would be a tax increase. Thus we would have. 
the services without jeopardizing stability. 

8. Correcting for price instability i 

Where the only alternative is, say, a price stability that is attained by a rise 
of unemployment by. 2 or 3 million or more, or therefore at a cost per year of, 
say, $25 billion, would not a more sensible alternative be to have a rise of prices, 
of lor2 percent and a saving of these millions of unemployment? 

hen in order to deal with this situation, those who are being hit by the 
inflation should be given special help. Most of the population would gain from 
full employment and the rising output as well as the increase in productivity. 
But those who are injured by the rising prices—and the most important group 
by far are the old who have to live on a fixed income—should be given special 
help. For example, an increase in the old-age and survivors insurance monthly 
benefit from $64 to $100 would only cost $3 billion a year in 20 years and perhaps: 
$150 million additional to cover, say, a 2-percent inflation in the next year... This, 
would be a much more effective approach than bringing on unemployment with 
its incidence heavily concentrated on 4 to 5 million unemployed. (Twice as 
many unemployed at some time in the year.) 


9. Legalizing the stability objective 


The Federal Reserve increasingly demands a requirement under the Empley- 
ment Act of 1946 that stability of the currency be one of the fundamental objec 
tives of economic policy. . I oppose this particular proposal on the grounds that 
it would strengthen the hands of the Federal Reserve in their determination to 
achieve stability at the expense of other and frequently more important objec- 
tives. For the same reason, I am not in agreement that the Federal Reserve 
should be independent. So long as the Federal Government has serious*respon- 
sibilities in the economic field, it is a great mistake to allow the Federal Reserve 
to be independent of other Federal policies. 


- 10. Failure to integrate monetary and other policies 


It has become clear that the Treasury does not issue long-term: Government 
securities in periods of boom and thus help the Federal Reserve restrain infla- 
tion by absorbing éxcess cash, but issues long-term securities in the midst of 
recession, as in 1958, and therefore absorbs cash otherwise available to the 
economy, and delays the recovery. The governmental representatives ‘before 
the Byrd committee insisted that it was necessary not to issue long-term secuti- 
ties in the boom because private borrowers wanted the money. This seems like 
foolish policy, that is, to favor the market at the expense of stability, and — 
cially where stability is held to be the primary objective, 


11. Treatment of financial intermediaries 


The failure to control the financial intermediates makes it very difficult 43 
the Federal Reserve to pursue adequate monetary policy.. As the commercial 
banks are restrained, the financial intermediaries, that is, the insurance cot 
panies, savings banks, etc., more than fill the gap. They obtain inactive casb 
and make it active and therefore tend to increase the total amount of spending: 
A possible way to deal with financial intermediaries is to impose reserve require 
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ments. Another approach is to control creation of their major assets, in particu- 
jar, consumer and housing credit. But neither the Federal Reserve nor the 
Treasury, in thousands of pages of evidence, has ever made any suggestions 
on how to deal with this rather disturbing element in the money or the financial 
market. 

12. Is monetary policy a general policy? 

The defenders of monetary policy hold that it is to be defended because it is a 
general approach and does not interfere with the allocation of resources. 
Actually, a dear money policy hits especially schools, government generally, and 
small businesses against those business units and, in particular, large corpora- 
tions that have plenty of cash. In other words, monetary policy is specific in its 
incidence. Nor does monetary policy deal with the difficulties of the depressed 
area. 

18. What has brought about recovery? 

Monetary policy contributed to some extent to recovery but not nearly enough. 
Indeed, debts to Reserve banks were reduced, and this was a stimulative factor. 
But much more should have been done to expand excess reserves, 

The major contributions to the recovery have been first and foremost the 
automatic reduction of tax receipts and therefore the increase in deficit, with 
a reduction of income, a result of the changes of our tax structure that took 
place in the thirties and forties. 

Second, there was during the crucial period a rise of transfer payments of 
about $5 billion, that is, increased unemployment, old age, etc., benefits; This 
important contribution to spending was the result primarily of social security 
legislation in the thirties. 


Third, the increase in wage rates inclusive of the Federal increase of pay in 
1958, part of which was retroactive, increased the spending stream. 

Fourth, the increase in Government spending, which was slow in coming and 
insofar as it was effective was more largely the result of State and local, rather 
than of Federal, spending, was a factor. The recovery would have been more 
rapid had the Federal Government in 1958 been more aggressive in its tax and 
spending policies. 

14. Is inflation primarily caused by Government deficits? 
I have shown in my paper that this is not so, at least in peacetimes. There is 


no clear relationship between the extent of price increase and the amount of 
Government surplus or deficits from 1955 to 1958. But there is evidence that the 
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in rise of business spending in relation to business savings and of consumer spending 

hat in relation to consumer savings were important factors tending to bring about 

te a rise of prices. 

jec- 15. In conclusion 

rve In boom periods, excessive recouree to monetary policy accentuates the de- 

on- cline: In recessions, fear of impending inflation delays the recovery with losses 

rve of tens of billions to the economy. Stability is a worthy objective of policy, and 
we should seek to achieve it. But employment, growth, security, and sensible 
spending patterns are also worthy objectives. 

ent Mr. Harris. Then, I will summarize it. 

~ This is a fairly critical statement of Federal Reserve policy, but 

the I do want to say at the outset, first, that I am speaking for myself 

ore and not for my university, and, second, though I am critical of recent 

ri- opened policy I want to say I admire Mr. Martin, Mr. Mills, and 

s their colleagues for their courage and candor. 

Now, about the objectives of monetary policy: I do not believe 
4 stability is the only objective of monetary policy as according to their 
aD actions the Federal Reserve System seems to believe. The admin- 






istration, in oe has emphasized stability as the main objective 
and so has the Federal Reserve. In that sense, there is no inde- 

endence for the Federal Reserve. It is part of the administration. 
ow, of course, these are matters of degree. 
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I think we would all be happy if we had a 10 percent rise‘of ou 
and 1 percent rise of prices. But if we had a 10 percent rise in prices 
and 1 percent rise in output this would not be so good. 

Now, if you will take a look at the table at the bottom—I am sure 
you had various versions of this table—I,think you will agree the 
record over 10 years has not been too bad. The record from 1948 
to 1952 was strikingly good with an increase in output of 5.5 as 
against a rise in the cost of living of 2.5. And in 1952-58 the record 
was not quite as good with a rise of GNP of 1.75 per year and cost 
of living of 1.5. ; 

The Cuarrman. Dr. Harris, I do not want to dwell unduly on the 
time periods but apparently the record of 1948-52 was about three 
times as good as 1952 to 1958 in terms of gross national product, 

Mr. Harris. That is right, Senator. 

I even gave you a better statistic there, Senator, than that. If you 
look at the last column you have “Excess of percentage rise of GNP 
over rise in cost of living :” 120 for the 1948-52 period and only 17 
percent in 1952 to 1958. 

That is just another way of putting it. I think in all fairness it 
should be said, of course, 1948-52 covers the Korean war and that 
does make some difference. I think, allowing for that it is a better 
record than we had in the last few years. 

I also want to repeat that the objective of economic policy is not 
merely stability. Again, growth, of course is important. urity 
may Be much more important than stability and it is also important 
to have an equitable system. Sometimes it may even be desirable to 
sacrifice stability in order to achieve an adequate security program. 

Now, is our system stable? : 

I am not so sure that our system is so bad. If you look at the 
history of the last 10 years and consider the average increase in the 
cost of living was only 2 percent, wholesale prices 114 percent, and 


if you eliminate the Korean war, the figure would 1 percent and. 


one-half of 1 percent, that is not a bad record; and it was acco 
panied by a rise of output of 35 percent. 

The Cuarrman. The earlier figure is an annual figure? 

Mr. Harris. That is right, Senator. 

The Caarrman,. The second figure is an increase over the period. 

Mr. Harris. Yes, the 35 percent is a 10-year period, or 3.5 per 
year; the rise in the cost of Teoma eliminating the Korean war, was 
1 percent and wholesale prices, one-half of 1 percent, again eliminat- 
ing the Korean war. 

That is not a bad record. I think we tend to exaggerate the depre- 
ciation of our currency. It is a good record compared to every major 
country in the world. I-do not know any major country th 
a better record, really. 

Another point, I think we are all aware of is: We cannot be sure 
we have had 1 or 2 percent of inflation because there are certainly 
some doubts about index numbers, and I quote at the bottom of 
page 2 the Ruggles statement presented before your committee show- 
ing how you cannot take into account quality, really. I give you 
an example of that. ‘ 

One of the major increases in the cost of living has been in medi- 
cine in recent years and one of the major factors here has bevn the 





at has 
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est of staying in a hospital per day, and that has gone up’ consid- 
erably, as we all‘know. But what is not allowed for in the index 
is the fact that it takes about half as many’ days tobe cured as ‘it 
used to. “There is a clear case of improvement in quality that is not 
shown by your index number. 

Now, about the treatment of inflation by the monetary authority, 
I think we are all aware there has been much more discussion re- 
cently of cost-push against the excess demand. I ain not quite sure 
the Federal Reserve is quite clear on this issue. They try to deal 
with the cost-push inflation the same way they deal with the excess 
demand inflation. 

In general, the emphasis on the part of the administration has 
been, | think, as a general rule, that labor is largely responsible for 
the inflation. 

Now, there is no doubt but that labor has made a contribution. 
I think it is also clear that there have been other contributions and 
I think labor has been blamed excessively. Against the increase in 
wage rates we should consider the rise of productivity. 

f you look at page 4 presented by the Bureau of Labor Statistics, 
and you may have had this at some time or other, you will notice 
an increase in salaries and wages per dollar of real product (1947 
equals 100) of 31 percent by 1957. An increase of nonlabor costs 
was 30 percent, suggesting that the contributions of the nonlabor 
elements in our society were just as large as the contributions of 
labor per dollar of real product. 

Now, if you look at the next line you find that average hourly wages 
and salaries rose by 67 percent and that su an increase that is 


substantially larger than that in output and this, of course, is the 
inflationary aspect of the rise of wages. 
You notice that the real — per man-hour in the private sector 
c 


went up by 37 percent, which is roughly about what wages and salaries 
went up per dollar of real product. The difference is not really large. 

An interesting piece from Miss Mack of the National Bureau of 
Economic Research shows that spot market prices fell by 10 percent 
of their 1947-49 average, crude materials rose by 16 percent and all 
manufactured goods rose by 34 percent. 

Labor cost does not explain these divergent trends. Between 1947 
and 1957, according to the indexes prepared by the staff of this com- 
mittee, labor cost increased about 15 percent of its 1947-49 average. 

In other words, the cost of labor and the cost of crude materials rose 
at about the same rate and both rose substantially less than did the 
prices of manufactured goods. 

_ What then is the explanation of the divergent trends? It does not 

lie nen! of course, in bulging profits. Rather, it must be found 
in the increasing amounts of fabrication to which materials are sub- 
mitted, increased marketing costs, increased administrative costs, costs 
of research, of insurance, of development. These shifts in products 
and in cost structure thrive in the general atmosphere of the times. 
Many of the emphasized costs are of the overhead or burden type. 
There is a widespread belief that the strong upward trend in demand 
is truly durable. This weakens usual fears of saddling a business 
with heavy overhead—type costs. 

May I just read the next page as I think it is rather important. 
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Perhaps the crucial point is, in the face of these cost pushes, whether 
is is the responsibility of the Federal Reserve to offset these by restric. 
tive monetary policies and thus bring on unemployment. This is what 
clearly occurred in 1956-57. Isit also the responsibility of the Federal 
Reserve to neutralize the effects of governmental policy? If the in- 
flationary pressures are brought on by wage contracts which are made 
by 70 million workers and a few million euaplogers and also by the needs 
of Government, is it the responsibility of the Federal Reserve to inter. 
fere with these movements in order to achieve absolute price stability? 
Obviously, the Federal Reserve has some responsibility for restraint, 
but the real question is how far? sf 

In our economic society it is almost impossible to bring about a re- 
duction in wage rates. Therefore, as a minimum we can assume a 
stable wage rate in the less effective or less productive or lesser growing 
industries. . In the others, there are bound to be differentials, that is, 
some ogre must rise more than others:in order to bring about the 
proper allocations of labor and other resources. 

Even in 1958, despite the fact that many labor leaders, like Mr, 
Reuther, showed great restraint in view of the recession the UAW 
obtained wage concessions from the manufacturers. We may, there- 
fore, assume rising wage rates even in recession. If they are offset by 
increased productivity or absorption by capital, then we should have 
no inflation. If they go beyond that point, then the Federal Reserve 
has to face up to the problem of whether it is prepared to cut output, 
say, by $50 billion in a few years and reduce the average output bya 
oe: reent a year over the years in order to bring about absolute 
stability. 

Not a is this a serious responsibility for the Federal Reserve, 
but also reflects one of the great difficulties the Federal Reserve has in 
achieving stability. 

Now, on the control of money and spending: I think in a general 
way the Federal Reserve has tried to reduce the supply of money and 
in reducing the supply of money has hoped to bring about an increase 
in savings and higher interest rates. But unfortunately a reduction in 
the supply of money and higher interest rates also cuts investment, 
And so from the third quarter of 1957 and the second quarter of 1958 
we had a $17 billion cut in investment. 

The Federal Reserve also soon discovered that cutting the supply 
of money could not do the job of containing inflation, because 
‘debits rose by a great deal. In one year there was an increase of 1 
percent in supply of money, an increase of 8 percent in banking debits. 

The Federal Reserve was so sure of its position that at one point 
Chairman Martin before the Senate Finance Committee said: they 
could even control the velocity of money. 

We have let the balance of the 2 percent on our 3 percent growth take place 
out of the velocity of money, the turnover of money, and we have felt that this 
was about right, though I think sometimes we felt that perhaps we have erred 
a bit on the side of letting velocity accumulate faster—it is. very difficult to 
measure—than the situation warranted. 

Another difficulty the Federal Reserve runs up against is the prob- 
lem of the financial intermediaries, the banks, insurance companies, 
savings banks, loan societies, pension funds, Government credit agen- 
cies. These agencies tend to reduce the powers of the Federal Reserve. 
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. And it is an interesting thing that in one of the discussions Secre- 

Burgess said that the expansion of financial intermediaries, while 
the Federal Reserve was trying to cut down the total supply of money, 
was all right because this came out of savings. 

It is also an interesting thing that while the Federal Reserve was 
trying to cut supplies of money on several occasions since 1952, Gov- 
ernment credit agencies kept on expanding their total assets through- 
out this whole period. 

It is also an oe point that over a period of 6 years while 
there has been a tremendous expansion of the contribution of inter- 
mediaries the Federal Reserve em never once nor has the Treasury 
suggested any way of dealing with these financial intermediaries and 
I think it might be very worthwhile asking the Federal Reserve why 
this is so. 

Now, actually of course we all know that financial intermediaries 
can bring about a great expansion in face of contraction policy on the 
part of the Federal Reserve. It does happen. But in any case what 
really happens is that the financial intermediaries attract cash from 
the public, relatively inactive cash, and make it active, and this, of 
course, tends to increase the total amount of the expansion. This is 
part of the general problem of liquidity, that the economy’s liquidity 
makes it more difficult for the Federal to control. 

In 1955, as the Federal Reserve admitted, they tended to be expan- 
sionists, increased the reserves of member banks, which, in turn, 
bought large quantities of Government securities. Then later when 
the Federal Reserve tried to restrain the market, these securities were 
sold, with the result on the price of Government securities. 

I sense that on the whole the Federal Reserve still is not sufficiently 
aware of the modern advances of monetary theory, which put much 
more emphasis on total amount of spending as a factor in inflation 
than the total supply of money. 

I need only briefly say here that the Federal Reserve is determined 

to do a job and yet makes its own position much more difficult by self- 
im bel limitations; and of course the most obvious one is the “bills 
only” doctrine. The defense of the “bills only” doctrine, as far as I 
can gather, although there are several, one of the major ones is the 
Federal Reserve must not interfere with the function of the securities 
market by introducing an element of uncertainty: Therefore it will 
not buy Government securities, long term Government securities. 
_ Of course, this is really a ‘statement to the effect that stability is not 
important even though this seems to be the major objective of the 
Federal Reserve, because of the fear of introducing uncertainty into 
the market. ; 

Another limitation the Federal Reserve puts upon itself is that it 
does not concentrate as was true years ago and has always been true— 
it does not concentrate on the reserves of member 

And now what the Federal Reserve tells us is not that they have 
expanded the reserves of member banks upon which member banks 
increase their purchases of assets, but they tell us they have given the 
member banks more free reserves. By that they, simply mean that 
they take the total excess reserves and deduct from the excess reserves 
any indebtedness to the Federal Reserve. This was a theory that is 
the restraining effect of banks being in debt that was developed in the 
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twenties and the Federal Reserve found they could not control the 
reserves of member banks; but I have never been impressed that this 
is not nearly as important a matter of business, being in debt to the 
Federal Reserve, as the Federal Reserve claims it is. 

In any event, it is an interesting point. Throughout 1 year of 
recession there was no net increase in either reserves of member banks 
or in excess reserves and a slight increase in excess reserves. This is 
an unusual monetary policy for a central bank. I think even in the 
early 1930’s when we knew less about these problems a much better 
job was done in containing a recession. 

Now the problems of 

The Cuairman. Dr. Harris, may I interrupt for a minute? 

Mr. Harris. Yes. 

The Cuairman. Congressman Patman brought out a very signifi- 
cant point in cross examination of Chairman Martin this morning, 
He pointed out that the member banks have increased their holdings 
of Government securities by about $10 billion. So the added lending 
power of the banks was absorbed not so much through lowering 
reserves, and was absorbed hardly at all in loans to business, but 
rather in the purchase of short time governments. Is that true? 

“ Harris. That is absolutely right. Congressman Patman is 
right. 

oe a matter of fact, I have a few sentences in the paper somewhere 
exactly to the same effect. The situation was used primarily to buy 
Government securities and not to make loans to business. In 
the Federal Reserve tries to defend this on the grounds that. since the 
inventories are going down, and so forth, you would not expect any 
great increase in loans. 

Now, the problems of integration: You may recall in 1953 the 
Treasury led the movement toward dear money and the Federal Re- 
serve acquiesced. ; 

In 1956-57 we have been toid by almost all economists that this was 
a period of restraint and according to the theory of restraint if you 
are really trying to restrain the economy, what the Treasury does is 
not to sell short-term securities but to sell long-term securities. Ac- 
tually of course they sold short-term securities in 1957-58. 

When Secretary Burgess was asked about this a year ago he ex- 
plained it simply by saying— 

_ Well, you know, the market wanted all the available cash and we couldn't 
really compete with the market. We thought the market had first choice. 

Now, that is a rather dubious theory because after all, the Govern- 
ment has some important responsibilities in our economy as well and 
if you are interested after all in stability, one way of getting stability 
is to issue long-term securities and absorb the cash as a result. But 
perhaps the major error I would say was incurred in the first half of 
1958, when according to the President’s Council report, and I quote 
January 1959, page 44: : 

In the first 6 months of the year $19.6 billion intermediate and long-term 
securities were issued, which resulted in a significant increase in the average 
length of the outstanding marketable debt. 

Here is a central banking system that is trying to get. ont of a reces- 
sion. They manufacture more money. And where does the money 
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go? It goes to buy the long-term securities that the Federal Gov- 
ernment is issuing. 

Well, as a matter of fact, according to all accepted theory they 
should have been issuing short-term securities. It is no wonder we 
had this very high interest rate in 1958. 

Along the same lines, just to indicate the lack of integration that we 
have at the present time, the Federal Reserve proudly announced in 
November 1957 that they had reduced their discount rates from 314 
to 3 percent and the Council says: “Signaling a decisive change in 

licy. 

It is awfully interesting that 3 or 4 months earlier the Housing Ad- 
ministration had introduced policies which indicated a decisive change 
in policy. 

t is Aiwa interesting, as was pointed out by the Senate Banking 
Committee’s report on recent policy, that in January 1957 the Open 
Market Committee had already indicated that they were very dubious 
that there was going to be further increase in business activity. This, 
itself, would suggest anything but a continued policy of restraint. 

Now, one can go even further. The President expresses great con- 
cern over inflation, the need of Federal Government showing great 
restraint and leadership—One can go even further and point out the 
President’s great concern over inflation and the need of the Federal 
Government showing great restraint and leadership. The Federal 
Reserve fearing an inflation had already increased its discount rate 
in the summer of 1958. The Federal outlays for 1959-60 were to be 
reduced by $3 billion and the budget to be balanced. 

But contrast the volume of Federal loans and guarantees and we 
find an entirely different philosophy. The Federal credit agencies 
have increased their loans since 1953 from $19 to close to $28 billion. 

But the most startling increase is of guarantees from $31 to $69 
billion. And even in fiscal year 1960 it is anticipated that loans will 
rise by only $1 billion but at the same time the budget announces that 
there is to be an increase of $9 billion of guarantees, a tremendous 
increase. 

If you go back to 1953, what do you find? An increase of loans 
from $19 to $28 billion. That is a $9 billion increase in loans by Gov- 
ernment credit agencies and an increase of guarantees from $31 to $69 
billion. That is an increase of $38 billion and $9 billion in 1 year, this 
comes in a year when there is such great concern at the White House 
about inflation. 

Now why this tremendous increase in guarantees because after all 
these also increase spending, and increase the use of credit resources. 

Well, of course the explanation is obvious. Guarantees do not 
count as expenditures in the budget, therefore, you issue them in large 
quantities without raising budgetory outlays. 

But note again this is a failure to oe the policies of the 
Federal Reserve and the policies of the credit agencies as well as the 
Treasury. 

Now, on page 10, the new section, failures of monetary policy: 
I think the best indication of failure of monetary policy is to say in 
1958 we had a rise of 8 percent in prices and no increase in gross 
national product. Going into a little bit more detail what we can 
say is, and even assuming only a 4 percent rate of growth, that we 
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failed in 1955 to achieve our goal by $4 billion, in 1957 by $14 billion 
and in 1958 by $30 billion, or you can say the monetary policy con- 
tributed to a loss of $38 billion in all. 

This policy failed because not only was inflation not stopped. but 
recession followed. 

Indeed, the Federal Reserve probably contribluted to a. slowing 
up to the price rise, but also to the recession. I do not mean to put the 
recession entirely at the doors of the Federal Reserve, There clearly 
was an investment boom in 1955, but one must not forget “excess 
capacity” is a relative term. 

Mr. Martin I think said this morning that prosperity depends not 
only upon supply but upon demand. 

The conomic Council has a chart showing that capacity increased 
by one-fourth in 1953 to 1957 and production increased by only 7 
percent; hence the rise of excess capacity; but excess capacity is rela- 
tive. Itis relative to the amount of demand and the amount of demand 
depends in part on the supply of money. If you cut down the supply 
of money you obviously increase the excess capacity. Excess qeneaae 
as used by the President’s Council seems dubious to me. It is b: 
largely, I think, on the McGraw-Hill estimates of capital building and 
so Forth but actually, of course, we all know that capacity depends 
upon cost. You can always increase capacity more if you are ready 
to pay for it with higher unit costs, and capacity also depends upon 
demand. There is no absolute capacity. 

Now, monetary policy is generally defended as a general approach 
and it has the advantage, therefore, of being in support of market 
conditions. You allow the market to determine what is going to hap- 
pen. But actually is it really a eanere) approach ¢ 

In its incidence it is highly selective in its effects. Consider, for 
example, the Federal securities markets, I agree with Senator Doug- 
las as I know his position that there was a great deal to be said for 
the accord of 1951. The Truman administration and perhaps the ear-, 
lier administration had excessively tailored its monetary policy in. 
ae to support the Government bond market. This probably went: 
too far. 

Money policy should be determined in terms of the interest of the 
whole Nation, not merely the Government bond market. But.onecould, 
say just as well in recent years we introduced a monetary policy that: 
says, “Disregard the Government security market.” The net. result, 
therefore, was despite the fact that Chairman Martin said earlier that: 
he was not worried about the effects of a high money rate policy on the 

security market, because with a high money rate polly banks are not 
’ going to dump Government securities. ir they do they will take a 

ing—they will suffer losses if they dump Government. securities... 

Well, actually, from 1954 to 1957 the financial institutions disposed 
of $19 billion of Government securities, despite Mr. Martin’s antic- 
ipations. f 

Another indication of how nongeneral the eee policy is in 
its effects is to consider State and local governments. Here you have’ 

vernments which have increased their expenditures, increased them 

y 2 times in 10 years, and they have increased their debt from about 
$15. billion to $50 billion, bear big having a tough time borrowing 
as much as $4 billion a year. ey are up against serious difficulties” 
in the market. 
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In the first place, because it is so much easier to avoid taxes than it 
used to be, the appeal of the tax-exempt security is not nearly as great 
as it used to be. That is one factor in thesituation. = 

Another factor is, of course, so many of these securities have been 
issued and also competing securities, that in order to sell them you have 
to appeal to people with lower incomes for whom the tax exempt 
feature is of less use and less value than previously. ; 

In that kind of a situation you add the liability of higher interest 
rate, and this makes it very difficult for these State and local govern- 
ments to raise the money that they need for schools and highways and 
other items of that kind; and one must not forget that State and 
local governments cannot pass these higher costs on to’the consumer. 
They can only pass them on to the taxpayer. 

Large corporations, on the other hand, generally have plenty of 
cash available and they are not very much troubled by higher rates. 
In fact, their competitive position may be improved and often the 
consumer may be forced to absorb the cost of higher rates of the 
corporation. 

Another indication of the special effect of higher rates is what has 
happened to housing. Housing starts dropped severely from 1955 
to 1957, though housing expenditures did not decline as much. But 
it is interesting in this period when housing expenditures fell from 
$20 billion to $17 billion, the expenditures on nonhousing construc- 
tion actually rose, showing again the discriminatory effects of a higher 
monetary rate policy. You hit the little fellow building a house but 
do not hit the major construction projects. 

Finally, I know Senator Douglas will approve, but I am very sincere 


because I myself have testified on the Douglas bill area development. 
The problem of dealing with special aspects of the economy is a diffi- 
cult one. You cannot deal with this kind of a problem through 
monetary policy. If you raise your rates and oun bring about unem- 


ao then you accentuate these pockets of unemployment. Per- 
aps you have seen Mr. Raskin’s article in the New York Times 
recently that suggests something that is very clear to me up in New 
England, namely, that partly as a result of the increased unemploy- 
ment and obviously your most vulnerable areas in industry feel this 
first, and partly because of the generat effects of the dear-money policy, 
what follows on increased pockets of unemployment that cannot. be 
treated very effectively by easy-money policy though this may make 
acontribution ; and the only way of dealing with this kind of problem 
is direct action through meron grants, loans, et cetera. And T 
hope very much that the administration will support a really vigorous 
bill in this area to offset to some extent the adverse effects of unwise 
monetary and fiscal hey: 

The Cuarrman. Thank you for'those kind words. Such a bill has 
been introduced in the Senate with 40 sponsors and there are a large 
ea of See bills in the House. wae 

ongressman Patman gave yeomen service getting the bill throu 
the House’s Banking and Currency Committe fait "vba and we nese 
hopes' that we may get such a vote again and that the gentleman 


_ down at the White House does not véto it. 


Mr. Harrts. I am pleased to hear that. Tf you need any help from 


me, let me know. Are you going to have hearings, Senator, on this? 
The Cuamman. Yes. 
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Representative Parman. May I comment? 

The CHarrman, Yes. 

Representative Parman. If these distressed areas were in any other 
country of the world, outside of the Iron Curtain countries, we haye 
five agencies supported by U.S. Government money that would come 
to their and and rescue them immediately; but here in, the, United 
States there is no place to turn. Anes 

Mr. Harris. There are just three or four, the coal area, the textile 
area, the automobile area. 

And one of the interesting things that happened, as you all know, 
in the last year, in response to the recession there was a considerable 
amount of rationalization and reduction of the unit costs, with in- 
creased productivity. This has cut down demand for labor and this 
makes the situation so much more serious; and this, I think, does not 
make the problem of the Federal Reserve a much more difficult one, 
because they can show improvement in many other areas but, on the 
other hand, when they look at unemployment’ they are really in.a 
tough spot. 

Now, the recovery: 

I think on the whole if you notice, Congressman Patman, there is 
the point you raised of the $14 billion expansion of loans, and so forth. 

Now, no one has more effectively explained: what got us out ofthe 
recession, I think innocently, I might say, than the President’s Eco- 
nomic Report, page 44. It is pointed out that from the third quarter 
of 1957 to the first quarter of 1958 an excess of receipts of the Federal 
Government of $3.4 billion was converted into an excess of expenditures 
of $6.6 billion. 

In other words, instead of draining the economy. of cash, the Fed- 
eral Government was increasing the cash resources of the economy, © 

As a matter of fact, this is quite inconsistent with the general bal- 
anced-budget approach in the report, and these figures are, in-a sense, 
misleading because they are seasonally adjusted and, therefore, donot 
really tell you what actually Snead. ant 

I heard a great deal said about how the administration pulled.us 
out of this recession. I do not. want to deprive the administration 
of its contribution, They certainly made some contribution. I want 
to be fair about this even though I have Democratic prejudices. But 
it is also true, nevertheless, that if you go from the third quarter of 

1957 to the second quarter of 1958 what you find is a reduction of. 
investment of $17 billion and an increase of Government purchases 
of goods and services of but $1 billion. That is hardly an adequate 
offset for a recession that has been going on for quite a while. * State 
and local governments, in much more serious financial shape, however, 
contributed $3 billion of increased purchases of goods and. services: 

What pulled us out of the eanidaah 

Let me just say I think the most important. contribution: was the 
reduction of tax receipts that came automatically because! weoliada 
flexible tax system that was introduced,in the, 1930's and during the 

war. This isa great help. ath 

I myself believe we should have had a tax cut as well, a change il 
the structure and if we had we would have been out of the recession 
much sooner; though I-give the administration some credit for! the 
improvement, I think the improvement:could have been greatly acceles 

_ rated by a real tax cut. . 
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In this I find myself in agreement with the CED and the chamber of 
commerce. I do not often find myself in agreement with the latter but 
[did this time. 

Another very important contribution was the increase of transfer 

yments from $21.6 billion in the third quarter of 1957 to $26.2 bil- 

ion in the second quarter of 1958. This again is the result of the 
social security program primarily that was introduced in the 1930's. 

It shows, as a result of reforms that were made'we now have a much 
more flexible system of what the economists call built-in flexibility. 

There are a few other items that contributed to the recovery. For 
example, the rise of wages increased purchasing power and therefore 
made it easier to get the necessary spending when we needed it badly. 
The same thing goes for some increase in the agricultural income. 
Monetary policy made a contribution but not as much as it might 
have. 

Now, I want to point out that it is a rather unusual economic policy 
when in the third quarter of 1958, with unemployment at 7 percent 
and with a recovery which I estimated only one-fourth of its potential, 
because, as I argue here, the gross national product had increased by 
$10 billion as against a loss of $17 billion in the third quarter of 1957, 
and given the rise of prices, we should have had a rise of GNP of $20 
billion. 

So against the losses of =7 we had a recovery of $10 billion and that 
was a signal despite the 7 percent of unemployment for the Federal 
Reserve to introduce a dear money policy. 

Now, I think that the Federal Reserve has a great fear of inflation. 
I think this fear is exaggerated on the basis of our history. I heard 
Chairman Martin make some comments this morning about how 
serious this problem was. It is interesting in the last 10 years our 
inflation has only been one-third of the British inflation and the Brit- 
ish are really far from experiencing an out-and-out inflation. The 
general idea that creeping inflation inevitably results in galloping in- 
flation is a theory I do not accept and our own history does not 
prove it. 

I would also like to point out, and I gather this issue has been 

raised before, that we were all very much struck by the fact this year 
of 1958 that a great many people dumped their bonds and bought 
stock market equities. This worried the Federal Reserve a good deal 
and they took this as a signal of an inflationary neurosis in the 
country. 
Now, there are all kinds of explanations, I do not want to blame 
the Federal Reserve for this neuroses. But I do think if you go 
over the country and tell everybody we are in a great inflationary 
danger and when one considers the prestige that Mr. Martin has in 
the financial groups, and one considers that the ‘financial ups 
are people that determine investment policy, a relatively email ai 
ber of people, well organized, knowing one another, through invest- 
ment trusts, and other funds of that kind, I do think if you worry 
too much about inflation, if in the midst of every period of prosperity 
you are always thinking of the inflation and the next recession that 
will result from the inflation, I think this does tend to some extent 
to.mtroduce an element of consciousness of inflation that is greater 
than is justified by the underlying events. | 
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This brings me to the question of whether we should go alongwith 
the Federal Reserve and give them the right or the authority or even 
demand of them that they stabilize the currency. 

In this connection, having been a historian of the Federal: Reserve, 
I know well this idea was brbathed many times in the twenties and 
thirties and each time the Federal Reserve said, ‘We do not want it, 
You are asking us to do something we cannot do.” Why this sud- 
den change? I may be wrong but I detected from Mr. Martin this 
morning that perhaps he is having a little doubt about this again. 
He did not seem to be nearly as much for it as he was a year ago. 
There has been a strong campaign to introduce this particular objec- 
tive in the Employment Act of 1946. Now, I myself think it would 
be a mistake, and in the first place, Iam sure the person cannot stabil- 
ize, and hence failure would be embarrassing to him. I think Iam 
trying to save them some trouble later on. 

In the second place, I am not at all sure we ought to do it even 
if they could do it, or try to do it, because I think they are exces- 
sively oriented toward stability as against all of the other objectives 
of economic life. Despite what Mr. Martin said this morning—and 
I gather a greater tendency to emphasize growth and other objec- 
tives in the statements issued from the Federal Reserve—I believe this 
is largely a proper objective. 

But on the basis of history I say it would be a great mistake to 
give the Federal Reserve the orders to stabilize our currency because 
this is an organization that tends to overemphasize this objective as 
against other objectives anyway. 

Now, it is interesting, of course, that the last episode when we had, 
as I said before, an 8-percent rise in prices in 3 years and a good deal 
of unemployment does not suggest tremendous success. 

I notice Congressman Reuss here, and I remember testifying before 
the Government Operations Committee for a bill that he introduced 
in which he raised some issues about just exactly what is the eae 
of the Federal Reserve and what is the relationship between the Fed- 
eral Reserve and the rest of the Government. 

Now, I myself perhaps am heretical here. I do not myself believe 
in the independent theory of the Federal Reserve. This was all right 
in the 1920’s when after all the Federal Reserve did not have a very 
big job to do and when they did have a big job they messed it up pretty 
badly, as we all know. I think they tried to do a better job in the 
early thirties actually, than they did in the twenties, but I think itis 

important to point, out that, in the first place, as Congressman Reuss 
pointed out, the President feels it is incumber upon him to say nothing 
about monetary policy. i 

Is this not a ridiculous situation? If you are trying to stabilize 
your economy, you are trying to increase the output of your economy, 
whatever you are trying to do, you use all your weapons. 

Do you allow one organization to go one way as happened ‘so many 
times recently, and all the other organizations go dnobieer way? Do 
you have an independent. Federal Reserve? If you do are you not 
going to have an independent Treasury, and independent Government 
credit agencies.and so forth ? 

And following Congressman Reuss’ lead, I looked at the 1959 Re- 
port of the President to find what the President said about monetary 
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policy, what should be policy in 1959 and not a word, and so I myself 
think that if the Government is terribly important in the determina- 
tion of our economic growth and stability and what not, that the 
Federal Reserve should inegrate its policies with other agencies of the 
Government and they should work together and the Federal Reserve 
should not demand independence. As a matter of fact, its failure to 
integrate its policies with other agencies despite its independence I 
think on the whole has been costly to the economy rather than the 
reverse. 

And if you concentrate excessively on stability what do you do to 
the economy? You concentrate the disease of the economy on a rela- 
tively small number of people. These are the people who are unem- 
ployed. You make them suffer severely and for every man who is 
unemployed at one time in any one year ~ have two people unem- 

loyed, say for the 5 million people you have unemployed now, you 
fave 10 million people unemployed in the year and many other mil- 
lions terribly worried about the possibility of being unemployed. 

Should we encourage a monetary policy which aims at fairly rigid 
price stability and concentrates the cost of their policy upon a rela- 
tively small number ? 

Now, if the administration were at least willing to do a really good 
job for this group of unemployed, which they were not ready to do last 
year then I would say I would not feel quite so badly about it. They 
did not give us an adequate compensation bill and they killed the area 
development Program. 

I would suggest another approach to this problem. I would say try 
awfully hard. It is important to stabilize. But do not accept this as 
your only objective. If you get off base a bit and you have some 
trouble and prices rise 1 or 2 percent a year who is really hit? The 
people who are hit particularly are the old people. And there is a way 
of dealing with this problem. As a matter of fact, if you had a 2 per- 
cent inflation it would cost only $150 million or $200 million a year 
more to offset that in the old age and survivors insurance p 
and this would be a small cost compared with the cost of a recession. 

In my own field, for example, there has been an awful lot of talk 
about how teachers are underpaid. I think teachers in colleges are 
underpaid partly because the college administrators are not always 
as effective as they might be. They could easily adjust their tuition 
to the inflation and pay the teachers an adequate salary. Most of 
the population gains from growth accompanied by a small ‘amount 
of inflation. So they do not have to be reimbursed but the old people 
with fixed incomes do. 

_And it is an easy problem to deal with this, and in the private pen- 
sion funds, as you probably know, a large part of the total reserves 
go into equities. And this to some extent offers a considerable amount 
of protection. 

1 am rather sorry that the President emphasized as much as he 
did the great contribution of deficits to the inflation. 

May I point out to you this table? If you can see any correlation 
there between the Federal deficits and the rise of prices you see 
aaahe Bee that I do not, see, because there is absolutely no evi-’ 
dence in these 8 years that there is any close correlation between defi- 

363795934 
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cits and the rise of prices. I would say there is a much closer corve- 
lation in another field, that is, if you compare, for example, the total 
expenditures of the consumers, rather, or business, and the amount 
of savings that business does. 

If you look at 1955 in the bottom table you see that business. was 
sradiiia privately for investment $45 billion, but they obtained 
$18 billion from external sources. In other words, they were'spend- 
ing much more than they were saving on their own. This is an infla- 
tion factor given by itself. In 1956 it was $40 billion and $13 billion, 
and in 1957 it was $39 billion and $13 billion, but by 1958 that infla- 
tionary factor had been reduced. 

Let me also point out a thing that I am sure particularly Senator 
Douglas knows so much better than I do because he worked in this 
field so much. 

If you bring on a recession you tend to bring about a double cause 
of inflation because as we all know these days wages rise in a#re- 
cession or in prosperity. They rise somewhat less in recession, as you 
can see, even in the fifties but on top of that you bring about a reduc- 
tion of man-hour output because you are producing much below ca- 
pacity. That tends to bring about a rise of prices. Therefore, you 
tend to have a double factor that brings about inflation; the con- 
tinued rise of wages andthe reduction of productivity. 

This has all been shown by a study of the National Bureau of Eco- 


nomic Research by Hultgren, and in fact parts of it are published. 


in tj? last volume on the relation of prices and economic stability 
and growth. 


So much for my statement. 

I received the questions addressed to Mr. Martin after this was 
written and I just hurriedly put together just a few items here in an 
attempt to try to answer Mr. Martin’s questions, 

The first question: The proper division between tax policy and 
monetary policy as instruments of economic stabilization during the 
coming year ? 

I must say I think this was made clear in Congressman Reuss? bill 
that this excessive emphasis on monetary policy does mean that. you 
tend to neglect fiscal policy. If you depend too much on monetary 
policy you tend to neglect fiscal policy. For example, if we should 
have a rise of prices of 2 percent or more in 1959 at that rate then we 


may begin to worry about some restraint. We certainly have no 


justification for restraining when prices did not, rise at all in the 


second half of 1958. If they rise by 2 percent.or more I would ‘be 


inclined to depend on a rise in taxes and a moderate degree of mone- 
tary restraint. Oy 
ow, the next question is: The current policy of monetary 

authority ? od 2 i 

My answer here is that Chairman Martin is the expert here, though 
it. seems too restrictive, especially with prices stable and growth,being 
contained. 

The third question: Are the inflationary factors strong? 

I do not believe they are myself. I do not think there are signs of 
any very large investment, boom. I think the budget situation isnot, 


so bad. Iam surprised the Federal Government, has said—as. far as. 


I know has said—nothing about the current trends in the 1959 budget. 
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I cannot believe, Raving started off with a balanced budget in Janu- 
ary 1959 and announced a $12 billion deficit by July or August 1959, 
why they have not changed the estimates for the fiscal year 1959? I 
cannot believe that they still believe there is a $12 billion deficit. If 
they have not announced a change I think what they are trying to do 
is to keep the budget down because if you.say the deficits are going to 
be-$6: billion, $7 billion, or $8 billion, people will\say, “Let us do. some 


of the things we really ought to do.” It is conceivable. I have not 


_ seen your hearings. It is conceivable perhaps, the Secretary did say 
something about this. I am rather surprised we had nothing on this 
particular point. 

One must not forget that in the first half of the year incomes tend 
to be large which tends to offset deficit trends in the budget. In the 
second half you are going to have continued growth, undoubtedly. 

be another factor that would tend to keep 


This undoubtedly would 
deficits down. 

I hope this committee—if they have not needled the Secretary on 
this, I hope they will. 

That is my answer to question No. 3. 

Question No. 4 was developed elsewhere. 

Question No. 5: “Earlier easing in 1957?” I agree emphatically that 
the easing should have come muchrsooner. : [ say:something about what, 
the Open Market Committee said in early 1957. I point out other 
agencies operate in this way and I believe the failure to take action 
much sooner reflects again Mr. Martin’s position that he is always 
worrying about the next recession, itself tied to the present inflation, 
which he sees and many other people do not see. 

I would like to make one personal remark because I heard Mr. Martin 
say this morning that these people who think inflation is inevitable— 
such a statement was put in Life and the statement in Life said that 
many smart people are talking as though inflation is inevitable, This 
even includes some professors at Harvard. I do not know whom they 
have in mind. Probably Schlicter or Harris. I asked Schlicter, “Do 
you believe inflation is inevitable?” He said, “Of course, I don’t.” 

Tsaid, “I certainly agree with that position.” 

I think all,we are saying is it is not, easy to stabilize the price. level 
the way the Federal Reserve does or tries to do without risking a great 
deal of unemployment. You have to weigh one against the other. 
This does not mean you are saying that inflation is inevitable as Mr. 
Martin said some people say. 

Mr. Chairman, I have a summary here that I could read. I do not 
know if you want to listen to five pages of reading. Let me just see 
if there is anything in here that I have not already covered. 

What is the responsibility of the Federal Reserve ? 

Here again I tried to point out that I just wondered if their job is 
to invalidate the decision of all the workers and Government al how 
farshould they go. De 

‘Under 4 I-simply say that the cost-push is Something different than 
the increase in demand. 

Under 6 I summarize the objectives of policy about which I have 
said a good deal. 

Under 7 I point out in part the monetary policy is responsible for 
the $50 billion loss. 
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Under 8 I again wonder how you weigh the loss of income as against 
an improved stability of prices of perhaps 1 percent or thereabouts, ’ 

Under 9 I again say there is a great mistake to legalize the stability 
objective. 

dosay one thing that I have not said in the paper here. 

How can you deal with these financial intermediaries? How can 
you really deal with this problem ? 

I have thought about this a good deal and it is not easy to come up 
with an answer. I think I have a few possible answers. 

One is you might conceivably control consumer credit and housing 
credit. This would control the financial intermediaries. These are 
the kinds of assets they buy. Another possibility is to put them under 
the same restriction that the commercial banks are subject to, for ex- 
ample, reserves. I am sure other people can think of other approaches, 
but I do think it is terribly important because these financial interme. 
diaries have become to important. It is an entirely different’ situation 
than we had when we set up the Federal Reserve System. It is very 
important that we should think of some ways of handling the finan- 
cial intermediaries. If you do not, the Federal Reserve is going to 
be innocuous. 

Mr. Martin said in his statement, “Yes, expansion of money 6c- 
curred, a great contribution in 1958.” 

“Not only did we make this contribution,” he said, “but all these 
other agencies began to expand their credit.” But he does not say in 
1956-57 when he was restricting, all these other agencies were expand- 
ing. And this ought to be brought to his attention. 

hen under 13 I again summarize what brought about the re- 
covery. | 

And is inflation primarily caused by Government deficits? The an- 
swer is “No.” , : 

No. 15, in conclusion. ; . 

In boom periods, excessive recourse to monetary policy accentu- 
ates the decline; in recessions, fear of impending inflation delays the 
recovery, with losses of tens of billions to the economy. Stability isa 
worthy objective of policy, and we should seek to achieve it. But 
employment, growth, security, and sensible spending patterns are also 
worthy objectives. 

Senator Douglas, I listened to and read this statement of Chairman 
Martin. I only arrived here about 11:30 because there was a delay 
on the train, but I read Mr. Martin’s paper, and I do have a few com- 
ments I could make on what he said this morning, if you would like 
to have them. , ae 

The CuatrMan. Yes, sir. 

Mr. Harris. I will just take about 5 minutes. Some of the points 
I have made here. But there were a few points I think perhaps 
where he was getting away with Pea ti ‘ 

If you have that statement. I do not know if you have that state- 
ment there. Do you? 

The CHarrman. Yes. 

Mr. Harris. He says: 


As reported oi you last year, Federal Reserve policy began to shift in a counter- 
recession direction in late October and early November of 1957. 














ECONOMIC REPORT, OF THE PRESIDENT 523 


Everybody agrees that was pretty late, and I would not boast 
about that. 3 

The Cuamman. You will remember that I questioned him this 
morning, as I have in times past, whether it was correct to raise the 
rediscount rate in August, 

Mr. Harris. Yes. 

The Cuarrman. And you heard him again defend that. 

Mr. Harris. I am not convinced myself it was not a mistake. I am 
convinced it was a mistake to raise it in August and a great many 
other people believe that, too. 

He says, and I think this is a rather misleading statement—I do not 
mean to say he is trying to mislead anybody, but I say it could mislead 
thereader. He says near the bottom: 

Through continuing open market operations from late fall of 1957 to early 
last summer the Reserve System supplied the commercial banks with some $2 
billion of reserve funds. 

That is nonsense because they never provided $2 billion of reserve 
funds. What they did was they offset to some extent the exportation 
of gold. What you really get from November to April is a reduction 
of reserve requirements of $700 million. You get an increase of 
excess reserves of $100 million, and your debts are reduced, that is, 
commercial bank debits reduced by $800 million. That is consider- 
ably different than what Mr. Martin says on that statement. 

And to some extent he says something different on the next page. 
How you can reconcile these two I do not know. 

He also says that from February to July all deposits, including 
time and demand deposits were expanding at an annual rate of 13 


percent, 

He ought to distinguish time and demand deposits because these are 
not both money in the same sense. 

But the interesting thing is that in the preceding 3 years the total 
demand deposits rose by 4 percent, which is an amazingly small per- 
centage in our kind of economy when you consider we are supposed 
to be growing at a rate of 4 percent a year and had some price increase. 
In the preceding years, I think about 7 or 8 years you had an increase 
in time and demand deposits from 8 to 4 percent. 

Our economy tends to increase the supply of money about as rapidly 
as output rises and generally more so over the years because as we get 
richer we tend to hold more cash relative to our income. So I think 
when he suddenly shifted from this 13 percent increase, including 
time deposits, which he should not have included, and argues this is 
occasion for cutting down the supply of money, I think there are 
some weaknesses in that particular position. 

Then he makes this point about intermediaries following his lead. 

Then I raise again the int that Congressman Patman raised, that 
the Reserve increased bank loans only by $4 billion. 

And he refers to the housing contributions. He does not say how 
much sooner the housing people got to work on this problem than the 
Federal Reserve did. 

Well, that is it. 

Then as to the bond prices on page 7 he talks a good deal about this 
shift from bonds to stocks and ee terrible this is and it is a very 
serious problem in financing of the Government debt. There is no 








524 ECONOMIC REPORT OF THE PRESIDENT 







doubt about it. I think the Treasury has one of the toughest problems 
that I can think of in financing of its debt. 

But I want to point out again that if you go all over the country 
shouting about the dangers of inflation and seeing more inflation than 
really exists that this contributes to this tendency to get rid of fixed 
interest yielding assets and seeing more inflation than really exists, 
that this contributes to this tendency to get rid of fixed interest yield- 
ing assets. 

read somewhere in the papers that Mr. Martin came back from 
Europe. I think he said something of this sort in this paper this 
morning, that there is a certain amount of doubt about the dollar 
abroad. This is a dangerous thing. 

You know up to now for years and years we always talked about 
the dollar shortage. Now we are beginning to talk about the dollar 
surplus. Nobody wants dollars. 

Mr. Martin came back, and I think in part to justify its dear-money 

licy, he came back and:told us foreigners were concerned about our 
Bolla: It is true we lost $2 billion of gold in 1958 and the rest of the 
world gained $3 billion in gold and dollars. Of course they gained 
all the new output of gold as well as the $2 billion they got from us. 
Does this indicate there is a great concern about the gold? 

I talked to a number of experts on this, because I have been for 
years and years teaching a seminar in international economics, and I 
do not find any strong support for this position. 

As a matter of fact, looking at the whole picture in the postwar 
the dollar on the whole has been awfully strong. If you look at it in 
terms of inflation we had the advantage because in general we had 
much less inflation than other countries. To some extent they ad- 
justed for their inflation by devaluing. This is one thing that prokulile 
emeountt to some extent for the loss of gold. Europe had devaluation 
this year. 

I think that one should not, at least for the time being say that 
there is a considerable doubt in the dollar, there is a run on the dollar. 
If there is a run on the dollar it is said, we better clean house and 
et our budget and spend no money and have a dear-money 
policy. 

Now, he said : 


Prices of Government securities continued to decline under pressure of steady 
liquidation and the reluctance of investors to purchase market offerings in view 
of changed prospects for’credit demands and inflationary threats. 

But he does not say that the Federal Government issued $19 billion 
of intermediate and long-term securities in 6 months which was as 
important a factor as any in accounting for what happened. 

nd now he says: “About this time”’—This is when he began in 
the summer of 1958—“inflationary expectations began to spread.” 

What do we find? We find that in the first half, of 1958 the 
variations of the index number of consumer prices was from 119 to 
119.2. That reminds me of the 1953 inflation that the Treasury saw 
and nobody else saw. 

And so I think in that kind of a situation I have some doub' 
whether there should have been that kind of a policy. 


One or two other points and I will be through in about another 
minute. 


‘ 
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And then he says: 


In the light of the rapidly changing economic situation, in many ways highly 
encouraging but with inflationary and speculative psychology spreading, the 
Federal Reserve, during the summer began to moderate the policy of credit 
ease with a view to tempering the rate of bank credit and monetary expansion. 


He does not say anything about the 7 percent unemployed. 


System open market operations after midsummer supplied only a portion of 
the reserves needed to meet rising credit demands and to offset the reserve 
drain of a continued gold outflow. 

Well, there the point is he does not offset the losses of gold fully 
which of course makes the situation more difficult. 

Then you again get the impression he is fighting the next recession. 
He is fighting the next recession by not treating the present recession, 
because the present recession is not going to result in inflation, which 
will bring the next recession. 

And TI will raise again this point about.the much greater inflation 
abroad than here. 

Now, he says: 

In other words, the Treasury must be able to compete effectively and flexibly 
with other borrowers for the available supply of savings. 

But that is not what Secretary Burgess said last year. He said the 
Treasury must not compete with other borrowers because the other 
borrowers have first lien on the funds. 

Then he gives lipservice to growth but you must point out that if 
the recession costs you $50 billion that does to some extent cut down 
on your growth and on page 17 at. the bottom there are certain reser- 
vations about, well, do we really have to take the increase of output 
too seriously. 

He points out all kinds of reservations. 

I think this in a sense implies an attempt to raise some doubts about 
whether we are not putting altogether too much emphasis on growth. 

He says it all depends on output and demand but he does not say 
demand itself is the function of monetary policy. 

Well, Senator, I guess that is it. 

The CuHarrman. Thank you very much, Dr, Harris. We appreciate 
your testimony. 

Congressman .Patman. 

Representative Parman. I appreciate your testimony, too, Dr. 
Harris. Of course, the chairman has a good time limitation on the 
members in order to give all of us an equal opportunity, which I think 
Is very fine.. And I must come within the 10-minute limit in the first 
go-around. I just bring up points without mentioning too much of 
your testimony. 

Do you know of any other country in the world that issues tax- 
exempt securities, Dr. Harris? 

Mr. Harris. At one time I taught that and I sort of watched it. I 
would say “No.” TI don’t know any, but I wouldn’t say this is abso- 
lutely sure because I may be wrong. I think that is true. 

Representative Parman. I have been unable to see where any other 
country issues tax-exempt securities. Don’t you think we have a real 
evil in the issuance of so many tax-exempt securities in this country? 

Mr. Harris. I think there is a lot to be said about that, Congress- 
man, like all tax exemptions. -I think myself I would have argued up 





526 ECONOMIC REPORT OF THE PRESIDENT 


until recently that State and local governments are in such bad shape 
there is one way to help them finance themselves. The point is it isn’t 
helping them much now. 

yemeaene Parman. The interest rate difference is practically 
nil. 

Mr. Harris. It doesn’t give them much. I am not sure that is 
important. 

epresentative Parman. In regard to the Government bonds going 
down in price, the banks have a tax break on Government bonds that 
I just wonder if it contributes to the speculation in Government bonds 
and possibly causes them to godown. You see, if a bank buys a bond 
for 100 cents on the dollar then it goes down to say 85, it still carries 
it at 100 cents to the dollar. It doesn’t affect the assets of the bank. 
That gives them a great advantage, of course. It is not reflected in 
their assets. 

Mr. Harris. Don’t they get a tax break, too, when they sell it? 

Representative Parman. I haven’t got to that. Excuse me just a 
minute. 

Mr. Harris. All right. 

Representative Parman. You see right now the banks have $67 
billion worth of Government bonds. As to how much they are actually 
worth, I don’t know. Nobody does because they are not carried, there 
isnot any reporting. I think really it is dishonest bookkeeping because 
it doesn’t reflect the actual values. So they have a great advantage 


there, and I just wonder if that. helps them in the speculation and 
on the sale of the Government bonds. If they keep them 1 day, they 
get the benefit of capital gains. They don’t have to wait 6 months. 


Mr. Harris. . Yes. 

Representative Parman. They get a benefit there, and the tax losses, 
why it is 100 percent reduction on tax losses ? 

Mr. Harris. Yes. 

Representative Parman. I just wondered if consideration should be 
given to change those. I don’t even know whether they are laws or 
regulations or what cause it, but it is done, And I just wonder if 
that enters into the speculation of Government bonds in an unsuper- 
vised market? The Government bond market, of course, as you know, 
is not nes ae ag And it is just catch-as-catch-can and tooth-and- 
claw deal. It has nobody to regulate it or control it. Do you not 
_think that is illegal, too, Dr. Harris, the fact we have no supervision 
of any kind over Government bonds? 

Mr. Harris. Yes. This is, of course, a matter of degree. I myself 
feel for example, as I said, the bill’s only doctrine, which is partly 
introduced in order to prevent any interference with the market—— 

Representative Parman. That is right. 

Mr. Harris. Where the market has to be absolutely free. This is 
such an important market in this kind of crazy world we are living 
in that we have to have a strong Government security and market. 
I think there is something to be said for some control. Now the Fed- 
eral Reserve when it goes out and buys Government securities to some 
extent does that. They had one break this year, that is, the Govern- 
ment market. The Government market would be worse if it weren't 
for the fact we lost $2 billion worth of gold, which made the Reserve 
buy $2 billion worth of Government securities to offset losses of gold. 
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Representative Parman. Of course, that was taken into considera- 
tion in reduction of reserve requirements. 

Mr. Harris, Yes. 

Representative Parman. You mentioned about loans of $1 billion 
more, but guarantees of $9 billion. 

Mr. Harris. Yes. 

Representative Parman. You refer, of course, in part to the Export- 
Import Bank loans, don’t you ? 

Mr. Harris. Loans by any Government credit agency, yes. 

Representative Parman. They are not counted in the budget? 

Mr. Harris. Guarantees are not. 

Representative Parman. Doesn’t that make the budget somewhat 
fictitious and a little bit hypothetical ? . 

Mr. Harris. Yes, and much beyond that. What happened to trust 
funds in the last 6 years? You find the biggest increase in trust funds, 
which don’t get in the budget at all. 

Representative Parman. That is right, social security. Now the 
money raised for the Export-Import Bank goes to other countries, 
or at least for the benefit of other countries, is just as inflationary as 
if we were to raise the money for the benefit of our own people, isn’t it? 

Mr. Harris. . Yes. 

Representative Parman. And I would like to comment further on 
this distressed area bill. We have a lot of distressed areas, Senator. 
Now if those distressed areas were in any of the other countries of 
the world, except the Iron Curtain countries, they have five agencies 
that they could get our money from to help them build facilities and 
oe to give iF oe to local people and relieve themselves. 

hose agencies are the World Bank; the Export-Import Bank, which 
is 100 percent U.S. Government money; the International Finance 
Corporation ; the ICA, 100 percent Government money; and the Loan 
Development Corporation, 100 percent Government money, U.S. Gov- 
ernment money. 

Mr. Harris. Yes. 

Representative Parman. Those five agencies are available to help 
out distressed areas or small business or big business or any other 
kind of business in all the countries of the world outside of the Iron 
Curtain countries—Mexico, Canada, all the rest, except here in the 
United States the distress area borrowers are not eligible. 

Mr. Harris. Yes. Congressman, I think that is wrong. I think 
probably a good deal of this help to foreign countries is justified. 

Representative Parman. I would like to equalize the thing. Give 
us domestic help rather than take away the foreign. Probably I used 
the wrong words. I have been voting for foreign aid, too. 

Mr. Harris. I thought you had. 

Cerca amr Parman. Iam not trying to make a statement against 
reign aid. 

Mr, Harrts. I agree we should at least be fair with our own people. 

Mr. Harris. Yes. 

Representative Parman. When we are fair with other peoples of the 
world, we should at least be fair with our own people. t is the 
point Tam trying to bring out. 

_Did you hear the questions and answers this morning, the ques- 
tions propounded to Mr. Martin about the independence of the Fed- 
eral Reserve System ? 





528 ECONOMIC REPORT OF THE PRESIDENT 


Mr. Harris. I got here about 11:20 and.some of the conversation I 
couldn’t get way back there but-——. 

Representative Parman. You know out of the Constitution it is the 
duty of the President to take care that the laws are faithfully exe- 
cuted. That is a mandate in the Constitution of the United Staten 
Of course, the Federal Reserve Act is a law just like any other law, 
and the President even appoints the Board members. You heard Mr. 
Martin say he didn’t feel obligated; in effect, he didn’t feel like’ the 
President had any power over the Federal Reserve System. Well, of 
course, I think that is terrible and it is an attack really on our form of 
government. 

Mr. Harris. I think it is absurd myself. 

Representative Parman. Beg pardon. 

Mr. Harris. I think it is ddviachals 

Representative Parman. It is really terrible—in my book it is shock- 
ing—to think that an agency of the Government would try to declare 
its independence from the Executive under our form of Government 
where the Executive elected by the people every 4 years is charged with 
that duty to see that the laws are faithfully executed himself. The 
only thing that Mr. Martin finally said was maybe in some instances 
the President ought to refer it to Congress. 

Mr. Harets. I. would be almost willing to accept it if it would do 
any good. I don’t think it does any good and then it raises the con: 
stitutional question as well. 

Representative Parman. Beg pardon? 

Mr. Harris. I don’t think its independence results in better policy. 
I think it results in worse policy, if anything. 

Representative Patman. Well, I have an idea I am ready to believe 
that Mr. Martin was appointed by President Truman to carry out his 
monetary policy of 214 percent Government bonds. Don’t you believe 
that ? 

Mr. Harris. I really don’t know, Congressman. You know so much 
more than we do. 

Representative Patman. I believe it. And Mr. Martin and the 
Board turned around and declared their independence of Mr. Truman. 
At that time Mr. Truman’s popularity line was pretty low as you 
know. And they were looking for a chance for a long time to de 
clare their independence. I think they took advantage of that time 

when Mr. Truman was kind of eet to declare their independ- 
ence, and I think that was a terrible thing for them to do because they 
had promised: 

The Cuatrman. I love my colleague here. I think that in all hon- 
esty I should say that I objected to Mr. Martin’s appointment because 
I thought he would be too much under control of the Treasury. 

Representative Parman. I know you did, but it turned out exactly 
the other way. And I thought he was appointed to carry out Mr. 
Truman’s policies, and I believed that he was, I am not quoting any- 
body, but I am saying that it is my belief that Mr. Martin was ap- 
pointed Chairman of the Federal Reserve Board to carry out Mr. 
Truman’s policy to hold that interest rate over long-term Government 
bonds of 214 percent. 

Mr. Harris. Congressman, I was talking to one of the members of 
the staff this afternoon. It is almost impossible for the Secretary of 
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the Treasury or for the Chairman of the Federal Reserve Board to be 
a hero: These are really tough jobs.. I still think they make mis- 
takes as well. They could do better. I do think this is a tough job 
being Chairman of the Federal Reserve Board. 

Representative Parman. I know being a Congressman, House or 
Senate, is a tough job and they have to go on record about many 
things the.sameias-we.do. But they have more power in certain 
fields than we have, and in this:case it looks like they have taken 
all our power, too. We want to see if we can’t get some of that power 
back. 

Now this morning I showed Mr. Martin from the Federal Reserve 
Bulletin just issued that out of the $12 billion which he made avail- 
able aheotutely free to the banks, that $10 billion of that was used to 
buy U.S. Government securities. In other words they bought, those 
bonds, those securities, without cost to themselves absolutely free. 

And another interesting thing, Dr. Harris, is that less than 2 percent 
of the banks were enabled to buy $8 billion of those bonds and the 
other $2 billion were bought by the 98 percent of the commercial 
banks. It occurs to me that some thought and consideration should 
be given that when Government securities cannot be sold to people 
who do not have the money with which to buy them and the Govern- 
ment knows that money has got to be created in order to buy those 
Government securities that some way should be created in order to 
buy those Government securities, that some way should be found that 
is not inflationary, and I know that it can be found that is not infla- 
tionary to sell those securities to the 12 Federal Reserve banks or to 
the Open Market Committee, the New York bank. Then the people, 
we taxpayers, will pay interest on them, but it will flow back into 
the Treasury, and it will be much better than to permit the commer- 
pales to create the money in the same way in order to buy those 

nds. 

Do you not think there is some logic behind that, Dr. Harris? 

Mr. Harris. Congressman, as you know, and I am sure Senator 
Douglas knows, this is an issue that has been discussed by economists 
for a long time. There are a great many of them who believe that 
here you have this business of creating money which the Constitution 
says belongs to the Congress, and, of course, you do have the banks 
creating money by virtue of rights given them by Con ; and there 
have been all kinds of discussions about how you might cut down the 
profits of this kind of operation, how you might require these banks 
to hold larger reserves against these purchases of Government securi- 
ties. There is lots to be said here. This is really a problem, and you 
are going to run up against a tremendous amount of resistance against 
that kind of change. 

I certainly think one could raise some reasonable arguments that 
the banks have taken over the function of the Government, and because 
of. this perhaps there should be some limitations on their profits or 
something of this sort, particularly when they purchase securities. 

Representative Parman. Since you mentioned the reserves, right 
now the 12 Federal Reserve banks have approximately a billion dol- 
lars in surplus. They do not need that money. I interrogated them in 
the fall of 1957, each one of the Federal Reserve Board members, and 
not a one of them could give any reason for having that money in 
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surplus. They will never use it. They will never need “it.: Why 
should they need it, when they have the power to create money when 
they need it? Why should not that money be put in the 
and reduce the national debt a billion dollars? It is not: invested:now, 
It is idle and unused in these 12 Federal Reserve banks, and *we'are 

aying interest on an equal amount because we do not have it inthe 
Pesury. I think the Federal Reserve should turn it over because 
they do not need it and they do not use it. 

hank you, Mr. Chairman. 

The CuarrmaAn. Congressman Reuss. 

Representative Reuss. Mr. Chairman, Mr. Harris, the statement 
was made at the hearings yesterday by the Treasury Department’s . 
debt management expert that interest rates were not determined by 
anything the Treasury or the Federal Reserve did but were deter- 
mined by supply and demand. Would you care to comment? 

Mr. Harrts. t surely would. Isaid at the outset I think Mr. Martin 
is a relative high type of public servant, and he is a man of ability, 
and he is candid; but in looking over the few thousand of pages in 
the Senate Finance Committee, one thing that really annoyed ‘me 
was one or two occasions when he said, “We have nothing to do with 
the rate of interest. We just follow the market.” 

If that is all they do, I do not know what they are there for. 
Obviously they are going to have some influence on the rate of interest 
because they are trying to control the supply of money, and the supply 
of money does influence the rate of interest because if there is more 
money you can buy, for example, assets and not increase the price 
ofassets. This isa reduction of rate of interest. | 

You had a second facet on that question. What was it about besides 
the rate of interest? 

Representative Reuss. I wondered whether the Treasury also could 
influence the rate of interest. : 

Mr. Harrrs. Yes, but the Treasury. You said the Federal Re- 
serve—the Treasury. There was a statement, you know, when Mr. 
Burgess really got caught on that 1953 episode. I don’t think he ever 
quite forgot it. Mr. Burgess had written a book, and he had not 
learned that what you write as an expert as an author and say this 
is the kind of policy we ought to have, that that is one thing; but 
when you go in and take an important job of responsibility and try 

_to apply what you wrote in a book, this raises a lot of questions. 
Burgess had been taught the thing to do was to make the debt longer, 
maturity average, and you would get the debt out of the banks so he 
immediately floated this 314-percent bond issue. By virtue of the 
fact, of course, he influenced the rate of interest. So any organization 
such as the National Government that issues $50 billion worth of secu- 
rities a year, including refunding and what not, is bound to influence 
the rate of interest. 

He says, “No, we accepted the market rate of interest. We had 
nothing to do with the change of rate of interest.” 

You get that out of the Treasury often: It is a lot of nonsense. 

Representative Reuss. Having heard your testimony that the Gov- 
ernment, through the Treasury and the Federal Reserve does have 
something to do with the rate of interest by controlling one of 
the elements of inflation, the supply of money, I would like to have 
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our views on whether the present level of interest rates, particu- 
larly the long term rates, encour the maximum amount of capital 
accumulation and economic growth. 

Mr. Harris. Of course, the rate of interest now is certainly high 
by recent standards, in fact by standards in the last generation. The 
Federal Government borrowed 4 percent long term. That is a high 
rate of interest. We all know that the amount of investment depends 
toa considerable extenton the rate of interest: and business compare 
interest rates and what they expect to earn when they borrow. If 
you borrowed at 4 percent you have to earn more than that or expect 
to before you borrow. If the rate is 2:percent, you are more likely to 
berrow more money. So I think on the whole, all other things being 
equal, ‘it is better to have a lower rate of interest. Now you can 
to a point where by increasing the supply of money, you bring the 
interest rate down to a point where you may have to deal with inflation. 

I-would say on the whole—I think Senator Douglas said something 
like this this morning, if I understand him correctly, that: he was con- 
cerned about his own party’s administration in the forties of getting 
the rate of interest down too much. ‘There is some defense for this 
in wartime. But in postwar there is less defense. I think he said, 
and I certainly agree, if he did say it, that we moved too much in the 
opposite direction in recent years. 

Is that correct, Senator? 

The CuatrMan. That is correct. Would you agree with that? 

Mr. Harris. I agree with that. 

The CuHatrMan. Do you agree with the latter part ? 

Mr. Harris. That would be my position. 

Representative Reuss. Would: you agree with the philosophy of 
the Treasury-Federal Reserve accord of 1951 to the extent it held 
that the Federal Reserve should not, during an inflationary period, 
augment the money supply and relax credit just to accommodate the 
needs of the Treasury ¢ 

Mr. Harris. Yes. Of course, I think this is true. In the old days 
when I was brought up as an economist and in the early twenties, we 
always talked about how you will influence the rate of interest through 
the supply of money. You have more savings that reduces the rate 
of interest; and then, in the twenties we developed the theory that you 
influence the rate of interest through the supply of money. But one 
must not forget that in more recent years we are well aware of the 
fact we can influence the economic situation.in other ways as well as 
through the rate of interest and monetary policy. 

For example, I would have argued that if we really —— 
danger of inflation in 1957 that ibly we could have inc our 
taxes. This Sere would have been very difficult, and this is 
where you will have the conflicts of what is good economics and what 
Is good politics, you see. 

Representative Reuss. Is there anything in the 1951 accord which 
should prevent the Federal Reserve, during a recession, from assisting 
in debt management ? 

Mr. Harris. No. I think the whole idea, and I think Senator Doug- 
las is much more expert: on. the 1951 accord than I am,-but I say the 
whole idea of the 1951 accord was—and I do not know whether Sena- 
tor Douglas would agree with this—I always feel that 'the 1951 ac- 
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cord did not mean that the Federal Reserve was to be independent; 
it merely meant that the Federal Reserve was not to be the slave'o 
the Treasury in getting down the rate of interest in order to save 
money for the Treasury.. But it does not mean at all that the Federal 
Reserve catmot’ go out and:make cheap money~to get us of a recession,! 
rou see. 
7 Representative Reuss. If that oeete money also happens to help 
the Federal Government, only a sadist would object—don’t. you 
agree ? 
“Mr. Harris. I would not argue even: that it might be' necessary’to 
help the Federal Government and purchase some of these sécurities’ 
even if it does bring about some inflation and that might still be con- 
sistent with the 1951 accord because the position of the Federal Treas- 
ury is an important part of the economy. 

Now I think the criticism before 1951 was that the interests of the 
Treasury were overdone. I think in recent years interest of the Treas- 
ury has been disregarded. 

Representative Reuss. It is said by people, who oppose the notion 
of even modest suggestions by the Executive to the Federal Reserve 
on its monetary and credit policy, that public discussions of future 
changes in the rediscount rate would have very undesirable con- 
sequences. 


Mr. Harris. I think it-might be unwise for, say, the Treasury to 


come out and say, “We think you ought to increase or reduce your 


rate.” They would probably say, “You ought to. reduce your rate.” 
I think what really is desired is the Treasury and all the other credit 
agencies and if the Federal Reserve would get together and decide 
what is the best policy for the Government and all operate accordingly. 
Now they move in all kinds of directions, and that is what I think is 
the weakness in present policy. ; 

Representative Reuss. You would say, therefore, that while the 
Executive should not interfere in the day-to-day operations of the 
Federal Reserve or the other credit agencies, for that matter, the 
President is obligated: under the Employment Act to.do more in ree- 
ommending monetary and credit policy than is contained in this year’s 
“Economic Report.” The only word I find on the subject is. on 
page 52 where it stated that “appropriate monetary, credit, and debt 
management policy” would help to achieve price stability. 

Mr. Harris. That is not saying very much, is it?’ But the Presi- 
dent’s own statement does not. have a word about monetary policy, 
which I think is the crucial thing in the record. I may be wrong, and 
you are more experienced than I am. 

- Sometimes you find on the same words in the President’s policy 
statement as in the report. I thought what really counts was the few 
Pp the President presents because this is the administration policy. 

m I wrong on that? ~ 

Representative Reuss. You think, in short, that not much guidance 
has been given on monetary policy. 

Mr. Harris. That does ‘tot say anything. It seems toime it is up 
to the President to say something. He argued he has nothimg to do 
with the Federal Reserve. “This is their problem, an independent 
organization, and I won’t touch them.” i iv 
Representative Reuss. Thank you, Mr. Harris. 
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The Cuairman. Senator Javits. 

Senator Javits. Mr. Harris, I appreciate the presentation for you 
are helping us. 

Mr. Harris. Senator, I am glad you are here. 1 was wasting all 
my ammunition.on Democrats already converted. 

Senator Javits. I just arrived and was attending another meeting. 
So I will content. myself with being interested in your ideas from your 
statement. 

The CHarrman. Congressman Brown. 

Representative Brown. Thank you, Senator, very much. 

I enjoyed this presentation very much, Dr. Harris. 

I am particularly intrigued with a very good point you make, that 
it is awfully easy to pick a whipping boy on these things when it is a 
combination of a lot of factors. If I might think out loud here just 
a second, there has been a lot of talk, of course, about the influence of 
wages in the cost-push theory. 

Mr. Harris. Yes. 

Representative Brown. Here are some interesting figures. Wages 
and salary disbursements have gone up in 10 years approximately 80 

reent. 
alle Harris. This is total payments? 

Representative Brown. Total payments. Advertising expenditures 
inthis country inthe same 10 years have gone up. 144 percent. _Do-you. 
feel we might overlook that as a factor ? 

Mr. Harris. Congressman, what you say certainly is relevant. If 
you may recall, in my paper, I quoted a Miss Mack in the National 
Bureau of Economic Research. She said the same thing. You are 
making a narrower contention. She argued a good part of the explana- 
tion of inflation was not merely the increase in wage rates. There is 
a much larger ingredient of nonproductive workers, the salesmen, the 
advertisers, the service people of all kinds. This tends to raise the 
general price level much more than could be explained by increases in 
wage rates. 

Representative Brown. Don’t you feel, too, Dr. Harris, that during 
the past 10 years we have gone through a period of* what: I would 
term, perhaps, an overinfatuation with the technological improve- 
ments at times? Some of these technological improvements have not 
delivered the efficiencies that some of the optimists figured they might, 
do you think? 

Mr. Harris. That is true and that is another point Miss Mack makes. 
She says businessmen tend to overestimate the importance of the IBM, 
et cetera, and therefore, they do not get. a corresponding. gain in 
output. 

epresentative Brown. And the net result. then has been that 
through the combination of the factors we have had.an inflation for 
which there is really no whipping boy, be it one segment.of the economy 
s the Government or anything else. It is just a combination of 
actors. 

Mr,. Harris. It is a combination of factors, that is perfectly. true, 
and labor, nonlabor, government, they all contribute to some extent: 

Representative Brown. Senator Douglas brought. out..an excellent 
point this morning to Chairman Martin that the feeling is that perhaps 


ne Baye reached the point of leveling off in this.. Do you feel that, we 
ave 
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Mr. Harnais. It is awfully hard to say.’ I would say on the basis of 
what we know on the last half year and the way it. looks to me that 
the inflationary dangers are not great and I would certainly not havea 
policy of monetary restraint at this point in view of what happened 
in the second half of 1958. i 

Representative Brown. You did not hear, perhaps, Chairman Mar- 
tin’s theory of flammable materials lying aroun that could ignite 
another spiral of inflation. Are you saying that you don’t feel the 
danger is that great, that the materials aren’t so flammable? 

Mr. Harris. I didn’t hear him make that statement. As I said be- 
fore, I think it is a great mistake to overemphasize the dangers of 
inflation, because that is just what helps bring about inflation. I think 
it-is very lucky for this country that most people aren’t inflation 
minded and that all the people do not behave the way these investment 
trust people do, all buying equities now and dumping their bonds on 
the market. As I said. in the last part of my statement I do not see 
any real danger of inflation immediately ahead. If we go up in price 
2 percent or more a year, I would be more strongly in favor of current 
Federal Reserve policy and inclined to use tax restraints, also. 

Representative Brown. If I might proceed with two questions, I was 
also impressed with the statements you made that the real hardship 
of inflation falls upon the retired and disabled, the nonproducers in 
society. 

Mr. Harris. Yes. 

Representative Harris. Even if the inflation levels off would you 
agree that perhaps it is already above the reach of our retired, many 
of our retired ¢ 

Mr. Harris. Oh, yes. Our old-age and survivors insurance average 
monthly benefit is $60 now. That is not an awful lot to take care of 
either one or two old people. I think, aside from inflation, there 
ought to be some inflation of these benefit payments. 

But I was arguing that rather than bring about a recession because 
you are excessively fearful of a small rise of prices, it might be better 
not to put quite as much emphasis on the objective and use some of 
your resources to correct or treat the disease of inflation of those who 
‘really suffer and they are primarily the old people and it wouldn’t 

cost you very much, not nearly as much as a recession. 

Representative Brown. In other words, would this be a fair state- 
ment? Rather than to put a lid on the growth and development of 
85 percent of the af te om who are producers, and gear the societ 
and the economy.-to the 15 percent who are nonactive, it would be mu 
better for the 85 nt to carry the 15 percentalong. Is that correct? 

r. Harris. You have said it cough bette than I have ever said it. 

Representative Brown. Thank you. 

Thank you, Mr. Chairman. 

The Cuarrman. I wish to say you have asked extremely penetrating 
questions. 

Representative Brown. Thank you. 

The Cuarmman. I do not intend to carry on the discussion any 
further. 

T sometimes have thought, when in a semihumorous mood, that 


andr we should have the platoon system for the Federal Reserve 
. Weshould let the bankers operate in the periods of prosperity 
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when they would hold down the tendencies of us politicians, but that 
in a period of unemployment and recession and depression we should 
replace them and put the politicians in control at the Federal Reserve 
Board. They would follow an expansionist policy. I know there 
is some difficulty in getting the policies sufficiently flexible so as to 
meet the requirements of the business cycle. But I do think that the 
central bank authorities all over the world, who perhaps protect them- 
selves against tendencies of eee to appropriate and not tax, have 
an undue concern in periods of recession about price stability. 

Thank you very much, Dr. Harris. 

We vill have a session on Monday in the Old Supreme Court Cham- 
ber, this wing of the Capitol, at 10 o’clock. 

Mr. Walter Reuther will testify on the Economic Report and at 
1:30 Mr. Walter Fackler and Mr. Ralph Robey, representing respec- 
tively the Chamber of Commerce of the United States and the National 
Association of Manufacturers will testify; then in the afternoon will 
be testimony by a panel of group representatives. 

(At 4:17 p.m. the hearing was recessed to reconvene at 10 a.m. 
Monday, February 9, 1959.) 
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MONDAY, FEBRUARY 9, 1959 


Conecress oF THE Untrep Srartss, 
Joint Economic CoMMITTER, | 
Washington, D.C. 

The committee met at 10 a.m., pursuant to recess, in the Old Su- 
preme Court Chamber, Hon. Wright Patman presiding. 

Present: Senators Douglas en Sparkman and Repre- 
sentatives Patman (presidin ); Bolling, Reuss, Kilburn and Widnall. 

Representative Parman. The committee will please come to order. 

Senator Douglas is detained a few minutes and he requested that 
I get the committee started. We have a panel this morning—repre- 
sentatives of labor and management commenting on the economic re- 

ort. 
: First we will have labor’s comments by Mr. Walter Reuther, vice 
president of the American Federal of Labor-Congress of Industrial 
rganizations for 1 hour. 

Then we will have management’s comments for a half hour, Mr. 
Walter Fackler, Department of Economic Research, Chamber of 
Commerce of the United States, and one-half hour Mr. Ralph Robey, 
economic adviser, National Association of Manufacturers. 

Lgl Reuther, you have the first hour. Are you ready to proceed, 
sir 

Mr. Revtuer. I am, sir. 

Representative Parman. You may proceed. 


STATEMENT OF WALTER REUTHER, VICE PRESIDENT, AMERICAN 
FEDERATION OF LABOR-CONGRESS OF INDUSTRIAL ORGANIZA- 
TIONS 


Mr. Reutruer. Mr. Chairman, I appreciate the opportunity of a 
fearing before your committee. I come here as vice president of the 
L and the chairman of its economic policy committee and also 
as the president of the United Automobile Workers Union. 
I have pee a statement which I would like the privilege of 


putting into the record. 
Representative Parman. Without objection it will be inserted at 
this point and you may proceed in any way you desire. 
. Revruer. Very well. 
I would like to supplement that with an oral statement. 
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(The formal statement referred to is as follows :) 


STATEMENT ON THE “PRESIDENT’S Economic Report,” PRESENTED ON BEHALF oF 
THE AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZA- 
TIONS BY WALTER P. REUTHER, PresIpENT, UAW-AFL-CIO, Vice PREsipent, 
AFL-CIO, AND CHAIRMAN OF THE AFL-CIO Economic PoLicy ComMrrrEg 


These hearings are being held at a time when our failure to restore the economy 
to health and growth is not only causing needless hardship and suffering for 
Inillions of American families, but has brought us to a critical point in the 
worldwide struggle between freedom and tyranny. 

Our difficulties, both at home and abroad, arise out of no lack of physical or 
human resources. Our problems flow from a lack of vision and determination— 
a failure to appreciate the vast growth possibilities of the American economy, 
an absence of determination to translate those possibilities into reality. We are 
in trouble not because we lack the means to solve our problems but because we 
are not trying. 

At home, our failure to achieve a rate of economic growth in accordance with 
our potential has meant long months of unemployment for millions of men and 
women. It has brought tragic hardship to families, forcing the curtailment of 
their spending on food and other necessities, and dissipating their savings. As 
savings and unemployment compensation benefits were exhausted, unemploy- 
ment has brought mounting welfare rolls to State and local governments. 
men and women search vainly for jobs that do not exist, our Nation has suffered 
the loss of tens of billions of dollars in goods and services that idle hands ani 
idle machines could and should have produced. - 

At the same time our position of international leadership is threatened by the 
same failure of our economy to match actual growth with its possibilities for 
growth. In recent weeks and months we have been forced to recognize that in 
certain areas of scientific achievement and the military potential flowing from 
it, the United States no longer enjoys the commanding lead we once held over the 
Soviet Union, Even in terms of general economic strength, although we ate 
still ahead, the Communists are rapidly closing the gap between us. The failure 
of the U.S. economy in recent years to grow as it can and should ‘is ome 
of our major sources of weakness. It has weakened us not only in terms of 
physical strength, but in the struggle for men’s minds, and hearts, and loyalties. 

It is urgently necessary that we find prompt and effective answers to our 
economic problems. Failure to. do so means acceptance of the and 
loss that unemployment and economic stagnation cause for our own people, an 
acceptance of hardships as unjustifiable as they are unnecessary. In addition, 
our position as a leader among the forces. of freedom requires that we prove, 
through example, that full employment, full utilization of productive resources 
and.steady economic growth can be achieved at least as effectively within the 
framework of freedom as under a Communist dictatorship. In the present. crisis 
we need to understand and to act in the knowledge that halfway and halfhearted 
measures and policies of too little and too late will not meet the infinitely complex 
challenge of peace as we have always understood that they are not equal to the 
challenge of war. Hundreds of thousands of unemployed workers in great 
industrial centers like Detroit, Pittsburgh, and Chicago, who manned the defénse 
plants during the war, are asking the question to which Americans must find & 
answer. They ask: “Why is it that America can demonstrate the courage, 
good sense and the.know-how to. achieve full employment and full 
making the weapons of war and destruction but does not have the comparabl 
will and courage and good sense to achieve full employment and full production 
making the good things of life for people in peacetime?” I earnestly hope t 
this committee will have the vision and the courage to face unpleasant 
boldly and to recommend to the administration and the Congress vigorous, 
tive action designed to restore our economy to health and to stimulate a rest 
tion of economic growth at the high rate of which it is potentially capable. ’’ 

The facts of our relative decline cannot be denied. The total profiecae ss 
goods and services in the United States, for example, may still seem far ahea 
of that of the Soviet Union; we are probably still producing a little more than 
twice as much as they are. But economic growth in the Soviet Union is advane 
ing four or five times as fast as our lagging economy has grown in recent years. 
If both economies continue simply to grow at the same pace as they have done 
respectively since 1950, it will be a mere 17 or 18 years until Soviet production 





8 


SE S#PSEF8 SEEESESZES SSSEEE E82 


AEs 


g28-i 


_ 
a 


babs 4587 


oe 


SEGRE BLES 


eS 
a 


SR25EEa SHSESESPE SER REET SSE RSE 


ECONOMIC REPORT OF THE PRESIDENT 539 


can match and surpass ours in volume, and from that point forward it is they 
who will threaten to take a commanding lead. 

If we should lose this race, it will not be primarily because Russia has surged 
ahead so fast, but because we have lagged so far behind. Our failure has been 
essentially the result of faulty economic policies. We have the physical means 
and the technical skill to achieve continued expansion at three or four times the 
pace of actual growth since 1953. As I shall show, there is persuasive evidence 
that productivity over the long run tends to increase at an accelerating rate, 
Given favorable economic conditions, our productivity at the present time should 
be increasing at a rate in the neighborhood of 4 percent per year. Add to this 
the effects of population growth, and our economy should be expanding, at 
the very least, at a rate of 5 percent per year. A rate close to that was achieved 
during the period from 1947 to 1953, but from 1953 through 1958 the annual rate 
of growth has averaged closer to 144 percent. 

The realities of the world situation necessitate that America and the free world 
build adequate military strength. However, we must clearly recognize that in 
the face of the developing technology of nuclear and missile warfare the Soviet 
Union is shifting its offensive to the economic front and will continue to place 
increasing emphasis on programs of economic penetration and political sub- 
yersion. According to a report in the New York Times of January 30 last, 
Premier Khrushchev in his report to the 2lst Communist Party Congress 
specifically related increases in Soviet production to increased aid to other 
Communist countries. In addition, however, the Soviets have also been increas- 
ing their economic assistance to uncommitted nations with underdeveloped 
economies. A significant example is Egypt’s Aswan Dam, a project of enormous 
importance to that country’s economic development, which is now in process of 
construction financed by a Soviet loan. Bvery ruble’s worth of such aid carries 
with it a propaganda message of growing Soviet strength. Yet when it is sug- 
gested that American aid programs should also be increased, men of little faith 
have repeatedly told us, “We can’t afford it.” This is the voice of defeatism 
that would measure America’s power to act only within the limitations of our 
present depressed economy and the boundaries of narrow vision. We must 
realize that only by following policies based on confidence in America’s potential 
economic strength can we transform economic promise into practical economic 
fulfillment. Only by adopting programs, at home and abroad, which will expand 
our power to consume and make new demands on our power to produce can 
we stimulate the economy to respond to those demands and achieve the full 
utilization of our productive capacity. 

The need for such a stimulus is painfully evident. While the forces that 
threaten our freedom have been building up their economic strength, our economy 
has been allowed to lag, to stagnate, and even to slip backward. Hmployment 
in the United States today is less than it was 3 years ago. There are 1.7 million 
fewer nonfarm jobs than when the recession started. Even after some industrial’ 
ee approximately 22 percent of the Nation’s productive capacity still 

e. 

Tens of billions of dollars of goods and services that could and should have 
been produced have been lost in the past year alone. Over the past 5 years, the 
difference between what our halting economy has actually produced and what 
we could have had with full production, full employment, and full realization 
of our potentialities for growth, would come to substantially more than $200 
billion.. This production that we have now forever lost could well have spelled 
the difference between an unchallenged continuation of United States world 
leadership and the threatened, uneasy position in which we find ourselves today. 
The unrealized economic growth and the economic abundance that it would have 
made possible are not only the margin of economic prosperity and higher living 
standards. In this period of world challenge they are the margin of survival. 

Beonomic distress has. been enveloping an increasing number of industrial 
centers. Hundreds of thousands of people in these distressed communities have 
lost their jobs and are without hope of finding useful employment unless the Fed- 
eral Government provides effective and adequate leadership to get the American 
economy into high gear and to achieve full employment and full production. 
State and local government revenues have been affected, while welfare needs have 
‘Tisen, threatening many State and local governments with an inability to meet 
operating expenses. 

According to the Labor Department’s report of a few days ago, 76 of the Na- 
tion’s 149 major labor markets and 188 small industrial centers report sub- 
stantial unemployment. This compares with substantial unemployment in 24 
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major and 61 small labor market areas in July 1957, just before the recession 
started. The 1959 outlook for most of the present distressed areas is bleak. 
unless there is decisive action to adopt national policies which will quickly 
stimulate economic growth and restore fullemployment. 

While the economy has been drifting without direction and so much: of- our 
productive capacity has been idle, vast private and public needs of our people, 
as well as a large part of our responsibilities as a leader among nations, haye 
been left unmet. 

According to the Bureau of the Census, in 1957 there were still almost 25 
percent of American families, not counting:single persons living alone, with ‘in- 
conies below $3,000. One need not have a doctor of philosophy degree in ee. 
nomics to know that in these more than 10 million families there exists a vast 
reservoir of needs which simply cannot be satisfied on an income of less than 
$3,000—needs which, if they were to be met, would keep our factories operating at 
full capacity for years to come. 

In fact, the picture of poverty in America is even darker than that one figure 
would indicate. There are 6.5 million families, over 15 percent of the total, with 
incomes under $2,000, including 2.8 million with incomes below $1,000... The 
elimination of such poverty still presents a tremendous and pressing challenge 
to America. 

' As a Nation, we have hardly begun to meet the public needs of our growing 
population—as witness the critical shortage of educational facilities in almost 
every community, the vital need for more hospital beds, the continued existence 
of slums and substandard housing, both urban and rural, the inadequacy of our 
highways and the continuing deterioration of industrial and commercial prop 
erties to be found at the core of many of our cities. In many important areas of 
our country, we are tragically neglecting the development of our resources, upon 
which both the security and the prosperity of our country:-depend. 

In informed quarters, serious doubts have also been expressed as to whether our 
vital defense requirements are not being subordinated to the demand fora 
balanced budget. 

I have already referred to the expansion of Soviet aid to underdeveloped 
countries—a challenge which so far we have failed to comprehend fully, but 
which we must face if we are to avoid the tragic results of hundreds of millions 
of uncommitted people coming under the domination of the Soviets. We are 
losing ground dangerously in the contest for the hearts and minds of the peoples 
of the economically underdeveloped countries who, in the long run, will tip the 
balance in favor of freedom or tyranny. America is losing this struggle today 
not because our system of freedom is unequal to the challenge. “ We are losing, 
unfortunately, because we are not trying. 

One of the imperatives of world leadership today is that we recognize the 
rapidity with which people around the world are emerging from colonialism, po- 
litical or economic, into full-fledged nationhood. As they find their way upward, 
they seek not only political independence, but a rapid improvement in standards 
of living which can be achieved only if they can obtain from more advanced 
countries substantial assistance in economic and industrial development. | 

We in America will be guilty of criminal shortsightedness if our reply to 
their appeal is, “We can’t afford it.” We will be creating ideal conditions for 

- the Soviet propagandists who will move boldly to fill the vacuum created ‘by 
our failures. ; os 

The most optimistic spokesmen of the steel industry estimate that a substan- 
tial proportion of its productive capacity will be idle during 1959. Continuing 
idle capacity will be found in our machine tool and machinery industries, in our 
farm implement industry, in our truck manufacturing industry—in all the 
Plants whose products the underdeveloped countries so badly need. Are we to 
say that we cannot afford to get those industries back into operation, are we to 

Say we lack the will as a free people and the know-how to put the unemployed 
Americans back at work to meet those compelling needs? If we have any 
intention at all to demonstrate the superiority of a free society over a Commut- 
nist dictatorship, we must insist that we cannot afford not to. We cannot 
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afford to give the Soviet propagandists an opportunity to say to the peoples of 
these new nations, “America has idle plants and unemployed workers enough 
to meet all your needs—but their economy is so faulty that these resources 
must lie unused.” What answer to such attacks can we find, except to make 
them untrue by demonstrating the power of democratic performance? 

These issues, upon which the destiny of the world may be decided in this last 
half of the 20th century, are not discussed in the President’s “Economic Report.” 
They were ignored in the administration’s budget presentation to Congress, 
which proposed curbs and cuts in essential national programs. 

The administration’s obsession with balancing the budget at low levels of 
receipts and expenditures, which is to say at low levels of national output, is 
an invitation to continuing economic stagnation at home and to loss of prestige 
and leadership abroad. 

The low rate of growth with which the administration seems content con- 
trasts sharply with the concept of a dynamic, expanding economy, and also 
with the vast potentialities for growth which are inherent in our advancing 
technology. 

The President’s obsession with balancing the budget has blinded him to the 
economic truth that a balanced budget is possible only as a byproduct of an 
economy balanced at full employment, full production levels. 


EXTENT OF THE DECLINE AND PICKUP 


The effects of the recession are still present. The pickup that started last 
May has not solved the problem of unemployment and idle productive capacity, 
by any means. A relatively slow improvement in 1959—such as. most observers 
expect—will leave a persistent and serious problem at the close of the year. 

The recession came after several years of relative stagnation. From the 
middle of 1953 to mid-1957, the Nation’s real total output, including services, 
rose at an annual rate of 2.2 percent. The population increased at a faster 
rate than the 1.6 percent yearly advance of the output of factories and mines, 

The economy was operating considerably below capacity during most of those 
4 years. This can be seen in the large amounts of idle industrial capacity 
during most of this period—only for a few months at the end of 1955 and in 
early 1956 was industrial output at a high level in relation to capacity. It can 
be seen, too, in unemployment—the number of jobless was 5.6 percent of the 
labor force in 1954, 4.4 percent in 1955, 4.2 percent in 1956, and 4.1. percent in 
the first half of 1957. 

The sharp economic decline between the summer of 1957 and April 1958 wiped 
out some 8 years of snail’s pace advance. At the recession low point, the 
volume of national.output, which had dropped almost 6 percent, was back at 
the level it had reached in the first half of 1955. Industrial production had 
fallen over 13 percent and was back to where it had been in the fall of 1954. 
Nonfarm. jobs were cut 2.4 million—almost 4.6 percent—and were at the level 
of the late spring of 1955. Working hours were cut back drastically, to a level 
lower than any since the end of the war. Industry, generally, was utilizing 
merely 65 percent of its capacity to produce; 35 percent of capacity was idle. 
The number of jobless rose to 5.2 million, or 744 percent of the labor force, 
Seasonally adjusted. 

By the end of 1958, after 8 months of pickup, production was almost back 
to the prerecession levels of mid-1957, but employment lagged far behind. Real 
national product had almost returned to where it had been when the recession 
started. Industrial production had recovered 85 percent of the recession’s 
decline. Corporate profits were almost back to prerecession peaks. But non- 
farm wage and salary jobs recovered merely 30 percent of the recession loss, 
between May and September, and, then, remained the same through December, 
except for seasonal changes. The number of nonfarm jobs recovered only 
to where it had been in the fall of 1955... About 22 percent of industrial capacity 
was idle. The number of jobless: was over 6 percent of the labor force. 
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If we look at the record of manufacturing industries alone, since the recession 
low point, we find a somewhat slower rate of recovery of the production decline 
than in upturns from previous recessions and a much slower recovery of the 
job loss. From the April 1958 low point to December 1958, 84 percent of the 
recession manufacturing production loss was regained, compared to a 26-percent 
recovery of the manufacturing job loss. It required a recovery of 3.23 percent 
of the production loss to regain 1 percent recovery of the job loss. In the similar 
period of upturn from the 1954 recession, recovery of 2.33 percent of the produc- 
tion loss was enough to restore 1 percent of the employment loss; and in the 
pickup from the 1949 recession, a 1.78-percent recovery of the > production decline 
was sufficient to wipe out 1 percent of the job loss. 
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This comparison indicates a significant difference between the current upturn 
and pickups from previous postwar recessions—the growing impact in manu 
facturing industries of automation and rapid technological change. It indi- 
cates, too, the seriousness of the employment lag. 

When we examine the entire period since the end of the Korean war—from 
mid-1953 to the end of 1958—we find a record of shocking stagnation. In those 
5% years, real national output of all goods and services rose at an average 
yearly rate of under 1.6 percent. As for the basic industrial part of the econ- 
omy, the output of factories and mines increased at a rate of merely seven-tenths 
of 1 percent per year. 

The pickup in output since the recession low-point is accounted for largely 
by a rapid rise in productivity, following a decline that occurred during and 
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was caused by the downturn. The great.gap between the, upturn in production, 
and the slow pickup in jobs can be only partly explained by an improvement, in, 
working hours. In manufacturing, for example, the length of the workweek. 
rose from 38.3. hours in April 1958 to 39:9 hours in September 1958, followed by, 
asmall seasonal increase to 40.2 hours in December. The major part of the gap: 
between the rise in output and the substantial lag in jobs can be explained-only 
by a rapid advance in output per man-hour. 

The sharp rise in preductivity has meant lower labor costs im many industries, 
and, when combined with the upturn in production, it has meant increased profit 
margins. Corporate profits, along with productivity, have risen sharply in the 
past 9 months, from the recession low-point. 

Where is the national economy at present? Output has returned: to about the 
level of mid-1957, leaving a substantial amount of unused capacity. Nonfarm 
employment has recovered only to where it was more than 3 years ago and more 
than 6 percent of the labor force is jobless. Despite the pickup since last May, 
economic activity is still no greater than it was about 2 to more than 3 years 
back. ; 

There is a long road ahead, before employment can reach prerecession levels. 
It will take a substantial and continuing rise in sales and output to produce 1.7 
million new nonfarm jobs. 

Serious problems will remain, however, even when employment returns to pre- 
recession levels. In the past 3 years; the labor force has grown and business 
has expanded its capacity to produce. Between the fall of 1955 and the present 
time, the labor force has grown more than 1% million. There are more people 
able and willing to work and seeking jobs. 

There is a much longer road ahead, before the national economy can reach 
fall production and full employment. The task of national economic policy 
should be to speed our advance along that road so as to achieve an expanding, 
full employment economy as soon as possible. 


THB CONSUMER IS KEY IN 1959 


The sharp decline between the summer of 1957 and April. 1958. was cushioned 
by effective collective bargaining, the increased percentage of the labor force in 
service and salary jobs that are less, subject. to layoffs and: by unemployment 
insurance. Personal income held up rather strongly, in the face of cutbacks of 
production, jobs, and hours of work. 

While business investment in new plant and equipment, business. inventories 
and Federal Government expenditures fell, collective bargaining, shifts. within, 
the labor force and unemployment compensation offset a large part of the drop 
in personal income that otherwise would have occurred. As Prof. Sumner 
Slichter has stated: “* * * by far the most important cause of the steadiness 
of personal incomes [during the decline] * * * is the rise in hourly earnings of 
wage and salary workers.” 

Other forces worked to bring about an upturn, while the decline was being 
eushioned. The Government belatedly reversed its tight money policy in the 
fall of 1957. State and local governments continued to increase expenditures, 
particularly for roads and schools. Congress adopted measures to make avail- 
able additional funds for mortgages for moderate-price homes and to step up 
roadbuilding. The administration sharply increased orders for defense goods, 
after having cut back such orders severely in the first half of 1957. 

What factors, however, can be expected to raise output, sales, and employ- 
ment in the months ahead? 

Much less push is expected from the Federal Government than in the past 
year, If the administration has its way, the Federal Government will be, to 
an increasing extent, a depressing factor on the level of economic activities in 
1959, by curbing and cutting its programs. Even if the administration does not 
fully succeed in its effort, there is a danger that the Federal Government may be 
@ restrictive factor in the second half of 1959, through ‘curbs and eliminations 


' of some current Federal programs. Furthermore, the Government resumed its 


tight money policy last summer. This tight money policy may restrain eco- 
nomic growth, as 1959 moves on, particularly in the field of residential con- 
struction. 

State and local government expenditures are expected to continue to increase 
in 1959, adding moderately to sales, output, and jobs—particularly in highway 
and school construction and education services. But this continued rise is not 
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assured, by any means. The recession and the persistence of large-scale un- 
employment have created financial difficulties for many States and critical ‘con: 
ditions in several of them. In addition, the Federal Government’s tight money 
policy makes it more expensive for States and local governments to borrow 
money, thus raising costs, which may result in the postponement of expenditure 
programs. 

As for foreign trade, there is nothing to indicate that the recent excess of 
exports over imports will increase significantly in the months immediately 
ahead. The economic outlook for 1959, therefore, largely depends on ‘business 
and consumer activities. 

Can we expect a substantial rise in business investment in new plant and 
equipment in the period immediately ahead? I do not believe that such ex- 
pectation is realistic. With about 22 percent of productive capacity still idle, 9 
substantial rise in business investment cannot be expected immediately. Much 
of any early increase in business investment will probably be for modernization, 
rather than expansion of capacity—programs that would reduce costs but would 
also reduce job opportunities. A significant increase in business spending for 
new plants and machines depends on a continuing, rapid increase in sales and 
production that will enable business to operate at maximum levels. The needed 
continuing rise in sales must come mainly from the consuming public. 

In the light of merely a moderate rise in sales and output to be expected from 
the combined activities of Federal, State, and local government expenditures, 
business investment and foreign trade, the key to the level of economic activities 
in 1959, therefore, is the consumer. Only a continuing and rapid incréase in 
production and sales—largely dependent on consumer spending—can provide the 
basis for achieving high levels of production and employment in 1959. 

A substantial rise in consumer spending in the months immediately ahead, 
however, will largely depend, in turn on consumer buying power. 

An improved balance between the economy’s ability to produce and its ability 
to consume is essential in the months immediately ahead. The current lack of 
economic balance can be seen in recent trends of consumer buying power and 
productive capacity: Between 1955 and the end of 1958, the buying power of 
total after-tax personal income rose only 6.4 percent, compared with a 17-percent 
increase in industrial capacity. The rise in productive capacity was more than 
21% times greater than the increase in consumer buying power. 

While total consumer buying power has increased at a snail’s pace in recent 
years, the population has continued to grow. The buying power of per capita 
after-tax personal income, at the end of 1958, was less than it was in 1956. 
Our average living standards have actually been reduced in the past 3 years. 


Buying power of per capita after-tax personal income 
Annual rate 
in 1958 dollare 


3d quarter 
4th quarter 
1957—I1st quarter 


3d quarter 

4th quarter 
1958—1st. quarter2__ 1 

2d quarter 

38d quarter 

4th quarter 


Seasonally adjusted yearly rates. 
Source: Council of Economie Advisers. 


A boost in consumer buying power is needed in 1959. It is unrealistic to 
expect a substantial rise in consumer spending—particularly for hard goods and 
homes—while the buying power of per capita after-tax income is less than it 
was more than 2 years ago. 

‘Wage and salary increases and a reasonably stable price level are essential 
in 1959. ‘With profits rising rapidly from the recession low point in reéent 
months, there ‘can be’ no rational reason why substantial wage and salary 
increases cannot be granted, without raising living costs. 
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The economy, obviously, cannot continue, as it has in the past 9 months, with 
almost half of the rise in gross national product going to corporate profits. 
Corporate profits dropped sharply during the general decline, but they. have risen 
sharply with the upturn in production. Between the first quarter of 1958, the 
recession low point, and the final quarter of the year, corporate profits rose by a 
yearly rate of $12.3 billion, almost back to the prerecession level—accounting 
for 45 percent of the increase.in gross national product.. Should anything like 
this condition continue in 1959, the pickup from the recession will be rapidly 
undermined. 

An improved balance is needed quickly between the economy’s ability to pro- 
duce and its ability to consume. Consumer buying power must be raised suf- 
ficiently in the months ahead to provide the basis for a substantial increase of 
consumer purchases of goods, services, and homes. Government. policies must 
encourage balanced economic growth, rather than discourage expansion toward 
full employment and full production. 


THE ADMINISTRATION’S ASSUMPTIONS MEAN CONTINUING HIGH UNEMPLOYMENT 


Current assumptions of the administration and business spokesmen are that 
the Nation’s total output of goods and services will rise about 6 percent between 
the fourth quarter of 1958 and the Same period of 1959. Unless definite steps 
are taken to encourage this increase, even a 6 percent rise may be too optimistic. 
But if we assume such a 6-percent increase, then, we are likewise assuming a 
continuation of high unemployment and idle productive capacity. The current 
assumptions of business and Government leaders about economic trends in 1959 
bespeak pessimism and defeatism. 

In the fourth quarter of 1958, the gross national product was at a yearly 
rate of $453 billion. Nonfarm employment in those final months of last year 
was 1.7 million less than when the recession started. The number of jobless 
was 3.9 million or 6.4 percent of the labor force. 

A 6-percent rise in total output would bring the gross national product to 
$480 billion. If this rise represents the real volume of goods and services 
rather than any increase in the price level, it means that unemployment by 
the end of the year, we find, will still be high as 5 to 5% percent of the labor 
force. It means that about 20 percent of industrial capacity will remain idle. 

A rise in output is produced by some combination of increased employment, 
and increased output per man-hour, and coming out of a recession, by a pickup 
in working hours. How would a 6-percent rise in real national output affect 
these factors? 

Productivity has been rising rapidly since early last year. If output con- 
tinues to pick up in 1959, productivity can be expected to rise at a rapid pace. 
Even if the rate of productivity advance slows down during 1959, it is probable 
that output per man-hour in the fourth quarter of 1959 will be about 4 percent 
greater than in the final months of last year—approximately equal to the aver- 
age yearly advance in output per man-hour during the 1947-56 decade. This 
would mean that. about two-thirds of the expected increase in real national 
product would probably be accounted for by the rise in output per man-hour. 

The remainder of the 6-percent rise in real total output would result from 
a pickup in working hours and employment. A 4-percent rise in productivity 
and a modest rise in working hours to prerecession levels would mean less 
than a 2-percent rise in jobs... If nonfarm wage and salary employment in- 
creases by 2 percent, however, that would mean a rise of 1 million jobs. Should 
it increase by as much as 8 percent, it would bring nonfarm wage and salary 
jobs up by only 1.5 million. It is probable, therefore, that even by the fourth 
quarter of 1959, nonfarm wage and salary employment may be somewhat less 
than when the recession started. 

In the meantime, however, the labor force is expanding. Commissioner Clague, 
of the Bureau of Labor Statistics, told this committee that the labor force may 
grow by 1 million persons this year, following 2 years of very slow growth, 
which resulted from economic stagnation. Even if the labor force grows by 
only 800,000, serious unemployment will persist. 

The assumption of merely a 6 percent increase in real national product, 
between the fourth quarter of .1958 and the final months of 1959, points to 
approximately 3 to 314 million unemployed toward the end of this year—5 to 
54 percent of the labor force. 

Since productive capacity, is continuing to expand, as the labor force is con- 
tinuing to grow, a 6-percent rise in real national output would leave about 
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20 percent of productive capacity idle toward the end of 1959, compared with 
22 percent in the fourth quarter of last year. 

A 6-percent rise In real national output from a full-employment level would 
represent a substantial gain. From the slack level of the end of 1958, however. 
a 6-percent increase in the volume of the Nation’s total output is a very small 
improvement, indeed. 

Furthermore, most observers do not expect a consistent rise in the output 
throughout the year. A higher rate of increase is generally expected in the 
first half of the year, as business expands its inventories, and a slower pace 
of increase in the second part of 1959, on the basis of current trends. A slow- 
ing down of the upturn in the second half of the year would carry over into 
1960. It means a continuation of high unemployment and great amounts of 
idle capacity in the years ahead. 

Joblessness at 5 to 5% percent of the labor force is an improvement over 
6.4 percent. Twenty percent of capacity idle is better than 22 percent. But 
these improvements, based on business and Government assumptions, are petty, 
compared to the size of the problem. They indicate the willingness of Govern- 
ment and business spokesmen to accept large-scale unemployment and idle 
capacity as an inescapable price of our free economy. 

When the Dmployment Act of 1946 was adopted it expressed the will and the 
determination of the American people to reject the negative and defeatism 
concept that a free society could not deal rationally and effectively with the 
blind forces of the marketplaces. The act’s passage reflected repudiation of 
the notion that unemployment is the price of a free economy. The Employ- 
ment Act of 1946 charged the President with the responsibility of proposing 
to Congress and the people, programs and policies needed to achieve maximum 
employment, production, and purchasing power. 

It was widely accepted by most people at the time the Employment Act was 
adopted that maximum employment in the American economy meant a minimum 
of joblessness at any particular time, representing seasonal layoffs and persons 
who are temporarily shifting from one job to another in a dynamic economy. 
This would mean an unemployment rate of 3 percent or less. Between 1953 and 
the present, however, the economy has operated at lower levels of manpower 
utilization—unemployment has been over 4 percent. The prospect for the period 
ahead, based on administration and business assumptions seems to be a still 
higher unemployment level—about 5 percent or more of the labor force jobless. 

This picture of economic trends in the period ahead represents defeatism—a 
continuation of drift and the waste of idle manpower and productive capacity. 
It is a violation of the intent of the Employment Act. It is not responsive to our 
national needs in the middle of the 20th century. It shows total lack of COmmR 
hension of the enormous growth possibilities of the American economy. 


PRODUCTIVITY ADVANCES AT AN ACCELERATING PACE 


The growth potential of any economy is the combined result of increases ii 
its labor force and the rate at which productivity advances. In the past, many 
economists have conceived of productivity in the United States as inereaatie! ‘at 
a fixed average rate per year. It was recognized that due to a wide variety of 
‘causes there were inevitably changes in the rate of advance from year to 
but it was generally assumed that these changes would average out to a ol 
annual percentage—figures ranging from 2 to 2% percent increase per 
have been the most widely used. 

Even on this assumption the rate of growth of our total production for the od 
5 or 6 years has been less than the normal increase in productivity, although 
create new jobs for the added numbers of workers entering the labor force, 
rate of economic growth should exceed the rate of productivity advance. 
year, workers not only produce more with an average hour’s work, but there ‘are 
more workers available to help swell the flow of production. . 

The concept of a fixed average rate of productivity advance, however, does 
accord with the facts. It has, in fact, been implicitly rejected for some years 
many business executives on the basis of knowledge arising out of their 
intimate experience with the facts of industrial life. Thus, for example, Harlow 
Curtice, then president of General Motors, said at the end of 1954: 

“* * * our rate of technological advance is constantly accelerating, whicli 
means that every year we can build better cars and build cars better than we 


ore ae them before ; and second, that the market for automobiles is expanding 
steadily.” 
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Unfortunately General Motors’ price-profit policies were not as forward-looking 
gs their production policies, so that the market did not keep on expanding very 
Jong; but that was partly due to a failure of judgment in not adopting price 
policies which took into account this accelerating rate of technological advance. 

In the same year, 1954, Henry Ford II, speaking in Cologne, Germany, to a 
group of industrialists and Government officials, said: 

“Rising American living standards have always been closely tied to our increas- 
ing industrial productivity. And productivity does not necessarily depend upon 
abundant materials, upon large existing markets, or even upon prosperity. Our 
productivity has improved in bad times as well as good. 

“In recent years, it has grown at an ever quicker pace * * *,” 

Recognition of technological acceleration has been expressed outside as well 
as inside the automobile industry. David Sarnoff, chairman of the Radio 
Corp. of America, stated in a pamphlet entitled “The Fabulous Future.” 

“The quantity of new powers and products and processes at man’s disposal is 
important; but even more important is the increasing speed at which these 
things have come. It is not a case of continued increase but of continued 
acceleration of increase. We need only project the trend into the future to realize 
that we are merely on the threshold of the technological age.” 

The conclusion of industrial executives that the pace of technological advance 
is accelerating is supported by statistical analysis of long-term overall rates of 
productivity advance in the economy. In connection with automobile industry 
negotiations in 1958, technicians on the staff of the UAW made a careful statistical 
analysis of the rate of productivity advance in the past half century in the whole 
private economy. One of the important resutis of that analysis was the emer- 
gence of impressive evidence that productivity has tended to advance at an ac- 
celerating rate over time. The nature of this analysis is described in an appen- 
dix to this statement. 

What the analysis showed was a definite trend toward speeding up of the 
rate of productivity advance, to the extent of something more than one-tenth of a 
percentage point every 2 years. While this rate of acceleration may seem small, 
what it has meant in practice is that the trend rate of productivity growth has 
speeded up from 0.9 percent per year in 1910 to 3.9 percent per year in 1956. 

The latter figure of 3.9 percent corresponds with the same figure published in 
the Economic Report of the President, January 1958, as representing the average 
annual rate of productivity increase for the years 1947-56. Although the exact 
correspondence is coincidental, since one represents the trend at a single point 
and the other represents the average for a period, it was to be expected that the 
two figures should not be very far apart. 

This is not the first discovery of a trend toward acceleration in the pace of 
productivity advance. For example, John Kendrick, of the National Bureau 
of Economic Research, who pioneered in the development of measures of produc- 
oe in the national economy, wrote in a paper published by the Bureau 


“* * * One striking fact stands out: there has been a significant acceleration 
of productivity advance since the end of World War I as compared with the 
prior two decades. The acceleration is most pronounced in the output-capital 
ratio, but it is also unmistakable in the output-labor ratio.” 

Writing in Sales Management Magazine in November 1955 ‘Prof. Sumner H. 
Slichter, of Harvard University, said : 

“Let us sum up briefly the outlook for the next decade. 

“In the first place, we can look forward with considerable confidence to a more 
rapid growth in productivity mainly because of the increasing scale of industrial 
research and the prospective improvement in the art of management.” 

While the statistical analysis indicates a persistent accelerating tendency 
over the past half century, the forces which have contributed to it over the past 
20 years or so are most readily apparent. For example, as Slichter points out, 
ever-increasing amounts are being spent by Government, industry, and the uni- 
Versities on ‘research and development which directly or indirectly stimulates 
the growth of productivity. Such expenditures increased from $900 million in 
1941 to $814 billion in 1957. : 

Largely in consequence of this increased research, there have been in recent 
years a number of major breakthroughs in our technologies of production. They 
include important advances in automation, electronics, the use of plastics and 
other synthetic materials, new metals, the use of radioactive materials in indus- 
tty and-important beginnings in the use of atomic and solar energy. 
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Many of the new technologies are of particular significance, especially in terms 
of the probable continuing acceleration of productivity advance, because 
have wide applicability. ‘These are not inventions whose use is limited tog 
single process or even a single industry, but whole new technologies which tan 
be applied in a wide variety of fields. In this respect they are comparable to 
the steam engine that gave birth to the first industrial revolution, or to the 
assembly line principle which opened the door to modern mass production 
methods. 

It is also significant that today’s technological revolution is spreading into 
new fields which in the past were relatively untouched; for example, the sup. 
stantial penetration of automation into many fields of clerical activity. In a 
recent article John Kendrick, of the National Bureau of Economic Research, 
noted “the speeding up of technological advance applicable to service.” He 
wrote: 

“Since the service area now employs more than half our labor force, a further 
acceleration would mean a noticeably faster rate of productivity advance in the 
economy as a whole, assuming that the commodity-producing industries main- 
tain their past rates of advance.” 


WIDE NEW POSSIBILITIES OPEN 


This new understanding of the accelerating pace of productivity advance ¢om- 
pels us to think in wholly new dimensions both as to our economic possibilities 
and our problems. For example: 

1, It is apparent that a substantially faster rate of growth in our economy 
is possible than has been generally supposed. 

2. This faster rate of growth also makes possible more rapid progress in 
eliminating poverty, increasing leisure through a progressive reduction of 
the workweek and raising living standards generally, in meeting our public 
needs and providing assistance to other lands. 

3. Realization of our potential growth rate should minimize any danger 
of demand inflation, although it will not solve the problem of administered 
price inflation. 

4. Continuation of this higher growth rate will give us new assurance of 
our ability to win our economic race with the Communist wurld. 

5. Recognition of the magnitude of our potential growth rate gives us'a new 
yardstick against which to measure the cost of our failure to achieve full 
employment and full production. 

6. While a high rate of technological advance permits more rapid growth, 
we must also recognize that it makes more rapid growth essential, if in- 
creasing productivity is not merely to mean spreading unemployment. Na- 
tional economic policies must be framed with this in mind. 


A FASTER GROWTH RATE IS POSSIBLE 


As I have already indicated, the rate of growth of our economy must normally 
exceed the rate of productivity advance, because growth results not only from 
increasing productivity but from additions to the labor force as well. An annual 
productivity increase of 3.9 percent, should produce economic growth at a rate 
of about 5 percent. Many of us in the past have viewed this goal as one to be 
achieved only with considerable effort. The recent report issued by the Rocke 
feller Brothers Fund, “The Challenge to America,” say for example: 

“As was pointed out earlier, our growth trend in the long period from 187 
to 1930 worked out to 3 percent per annum. In the past decade we have beet 
following a 4 percent per annum upward trend. This record of growth lends 
confidence to the view that, if we act effectively and purposefully, we may reason 
ably expect a continuation of a growth rate of 3 to 4 percent per year over the 
next decade and beyond. In fact, @ growth rate of 5 percent is possible if we 
realize fully our impressive opportunities for economic expansion. ff the 
problems of growth are formidable, we have also found the impetus of our 
economy enormous.” [Emphasis added.] 

What the new productivity figures mean in effect is that a. growth rate of 5 
percent can now be considered a normal expectation, with still higher goals pos 
sible if we make the fullest use of our potentialities. I do not wish for a moment 
to suggest that a growth rate of 5 percent can be achieved automatically, or that 
it can be expected to develop out of policies of the kind which have produced 9 
many obstructions to growth during the past half decade. It can be achieved ony 
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if we exercise both vigor and vision, through programs and policies. which look 
forward to the future, not back to the past. But given these essential qualities 
of leadership, a 5-percent growth rate should constitute part of our normal:ex- 
pectation of healthy economic development. 

Regular achievement of a 5-percent growth rate will open wide many doors to 
social progress which up to now have only with difficulty been kept from slam- 
ming shut. The Rockefeller Fund report put the problem in these terms: 

“These projections also emphasize the fact that the high and. rising level of 
defense expenditures is a major factor in holding back our progress. on other 
more constructive fronts. We can afford the defense programs essential for 
survival. In doing so, however, unless we achieve a 5-percent growth rate, we 
shall have to hold back otherwise desirable expenditures in the Government field 
and keep the growth of private expenditures below a level commensurate with our 
aspirations.” [Emphasis added.] 

In other words the rate of growth in our economy, after allowing for the needs 
of a growing population, represents the margin by which we have more for all 
purposes each year than we had the year before, the margin available for social 
progress. If we are faced with the necessity of high defense expenditures, then 
this 5-percent rate of growth must be made to meet all our needs. The Rocke- 
feller Fund report suggests that a 5-percent growth rate is essential if we are 
to make the progress to which we aspire. 

Even without the element of continuing acceleration, the cumulative effect of 
a 5-percent growth rate is most impressive. It means that we can virtually 
double our production of goods and services every 14 years. By achieving that 
goal we can rapidly eliminate poverty from this country, provide a constantly 
rising living standard with increased leisure for all, catch up rapidly with our 
unmet needs in such fields as schools, hospitals, homes, highways, and resource 
development, and at the same time make a contribution worthy of the world’s 
wealthiest country to the economic development of those in .economcally less 
advanced countries. 

WE CAN WIN THE ECONOMIC RACE 


Earlier I indicated that if the economies of the United States and the Soviet 
Union both continue to grow at the respective rates at which they have been 
growing since 1950, it will be only another 17 or 18 years until the gross national 
product of the Soviet Union will exceed our own. That statement was based on 
estimates made by Allen Dulles, Director of the Central Intelligence Agency, 
with respect to the rate of economic growth in the Soviet Union, together with 
the latest available data as to our own rate of growth. 

On April 29, 1958, Mr. Dulles told the 46th annual meeting of the U.S. Chamber 
of Commerce : 

“Whereas Soviet gross national product was about 33 percent that of the 
United States in 1950, by 1956 it had increased to about 40 percent, and by 1962 
it may be about 50 percent of our own. This means that the Soviet economy has 
been growing, and is expected to continue to grow through 1962, at a rate roughly 
twice that of the economy of the United States.” . [Emphasis added.] 

Since that time the Soviet Union has claimed to have achieved an even higher 
tate of growth. The rate implied. by Mr. Dulles’ figures would come to about 
7 percent per year. On January 27, 1959, Premier Khrushchev told the Commu- 
nist. Party Congress that during the next 7 years the Soviet economy would 
continue to grow at a rate of about 8.6 percent per year, on which a New York 
Times analyst commented, “Judging from recent performance, he may not be far 
wrong,” and contrasted it with a rate of growth in this country since the end 
of the Korean war of less than 1.5 percent per year. 

Taking into account the possibility that Mr. Khrushchev may have raised his 
figures a bit for purposes of both domestic and international propaganda, it would 
Seem that Mr. Dulles’ estimates are worth consideration as a reasonable and 
realistic forecast. 

At the same time, as a result of the recession, even the modest rate of growth 
which the U.S. economy averaged between 1950 and 1956 has not been main- 
tained. Between 1956 and 1958 it failed to grow at all. As a result, the average 
annual rate of growth between 1950 and 1958 comes to only about 2.8 percent 
per year. 

If the respective rates of growth of the American and Soviet economies are 
projected forward, it becomes ominously apparent how significant these differ- 
ences are. In spite of the fact that U.S. total production is still probably a little 
more than double that of the Soviet Union, if they had both continued to grow 
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at the same rate between 1950 and 1956, the Russians would have caught “up with 
us by about 1985. 

However, if you assume further repetitions of ‘our current 
project future growth of the U.S. economy at the still lower rate which 
sents the annual average for the period 1950-58, the Soviets will have matched 
and surpassed us by 1977. This, to me, is dangerously close. It means that 
unless America provides the dynamic leadership and the effective implementa- 
tion of bold programs to reverse this trend, the margin of survival between the 
forces of freedom and of tyranny may soon be reduced to the point of disaster, 

Our position would be far less disquieting if we achieve, as we can and 
the 5-percent annual growth rate that is within our power even if we make no 
allowance for continued acceleration of the rate of productivity advance. 

With the Soviets expanding their economy at an assumed rate of 7 percent 
per year they would still catch up with us eventually—in terms of total al- 
though not per capita output. But the date would be postponed until about 1906, 
rather than 1977. 

Within that period of time many things can happen, including even the pos- 
sibility that internal changes in the Soviet Union may help to create a better 
international climate in which it may be possible for our two nations to live ‘to- 
gether peaceably in one world. 

In any case, the achievement of a 5-percent growth rate in our economy would 
give us many precious years of additional time in which to find our answers 
to the problem of world peace, without having to face the additional problems 
certain to be thrown at us by a regimented, hostile Soviet ecohomy which had 
grown greater and more powerful than our own. 


FAILURE TO ACHIEVE OUR POTENTIAL HAS COST US DEARLY 


Our economy suffered a recession in 1953-54 and another in 1957-58, with 
only a partial recovery in between. If instead we had maintained full produc- 
tion, full employment, and full utilization of our technological skills, with a 
steady growth of production at the annual rate of 5 percent which we could 
have achieved under those circumstances, the total value of goods and services 
we would have produced over that period, expressed in dollars of 1958 buying 


power, would have been approximately $212 billion greater than it actually was. 

That is the measure of the loss we have suffered—$212 billion worth of food, 
clothing, homes, household goods, schools, hospitals, factories, power dams, 
economic aid, and all the other goods, services, and facilities that would have 
helped create abundance. 

If we had maintained that rate of growth since 1958, our national production 
in 1958 alone would have been about $525 billion, or $88 billion more than it 
actually was—sufficient to have allowed an increase of 20 percent in every item 
of expenditures, public and private. This we could have divided among per. 
sonal and family spending, health, education, and other Government services, 
national defense, help to our friends in other lands and new plants and equtip- 
ment to meet our future growing needs. 


WE CAN ACHIEVE A STABLE PRICE LEVEL 


. ‘The problem of a rising price level has been used by antilabor propagandists 
to attack the American system of collective bargaining and by conservatives, 
generally, as an argument for restrictive economic policies and cuts in Federal 

programs. ‘They are dangerously wrong and the policies they suggest would 

be disastrous. 

The creeping price rises between mid-1955 and mid-1958 were due to .a number 
of factors, including: the ability of giant corporations in key industries to raise 
prices despite declining sales, business and Government policies that raised in- 
dustrial costs, crop and weather conditions that affected food prices, and con- 
tinuing increases in the demand for services that are related to 
growth, improved living standards, changing patterns of consumer demand, and 
the spread of suburban living. 

The claim has been loudly made that members of large unions have benefited 
from a rising price level at the expense of other elements in the community and 

y stockholders, who invest their money in the companies. This charge 
is belied by the facts as they relate to leading corporations in administered price 
industries. When we look at the General Motors record, for example, we find 


that stockholders’ gains have been several times greater than those of the General 
Motors worker. 
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An investor who, at the beginning of 1947, purchased 1,008 shares of General 
Motors.common stock would have received $3,009 in dividends in 1947— exactly 
the same as the earnings in that year of the average General Motors worker if 
he were fully employed, 52 weeks, without layoff, which is an overestimate of 


in; 

oeptarting with the same annual income in 1947—one as the reward for his work 
and the other as return on his investment—the stockholder’s income from divi- 
dends would have risen more than twice as fast as the worker’s income from 
wages. By the end of the third quarter of 1958, after 11% years, the worker 
would have received in pay checks a total of $51,458, and the shareholder would 
have received in dividends a total of $107,822, or 109.5 percent more than the 
worker. 

But that is only part of the story. As dividends grew, the corporation’s 
retained earnings increased and the market value of the stockholder’s shares also 
increased, a capital gain he can realize at any time. Based on the average 
market value of General Motors common stock on the first day of business in 
1947, the shareholder’s 1,003 shares would have cost him $52,846. By September 
30, 1958, as a result of 2 stock splits, these 1,003 shares would have become 6,018 
shares, worth about $48 per share, or $288,864. If the shareholder sold his stock 
at this price, he would have enjoyed a capital gain of $236,018. Added to his 
$107,822 in dividends, this would have given him a total benefit from his stock 
ownership of $343,840—nearly seven times as much as the General Motors 
worker’s earnings from his labor during the same period. 

The same facts can be put in another way. If the stockholder in 1947 had 
invested only $7,909, he would have received, in dividends and eventual capital 
gain, the same amount as the worker earned. In other words, a worker’s sweat 
and toil and the investment of almost 12 years of his life produced for him the’ 
same return as an investment of 7,909 in cash. 

This illustration merely points to the utter lack of fact or justice in the barrage 
of antilabor attacks on American workers as the instigators and beneficiaries 
of price rises. It also points to one of the Nation’s important social and economic 
problems—the ability of key industries, whose prices are administered by huge 
corporations, to raise prices and cut break-even points to 50 percent or less of 
capacity to produce. 

The record since mid-1955 clearly indicates the power of industries such as 
steel, auto, and oil refining to protect their markets from price competition. 
Prices in such key industries are established by the executives of the dominant 
corporations to produce high rates of return on investment. 

The Senate Antitrust and Monopoly Subcommittee report on automobile 
industry pricing states the following concerning General Motors, the industry’s 
dominant corporation : 

“In the past 10 years, 1948-57, the company’s average annual return, after 
taxes, on its stockholders’ investment has been an impressive 25 percent. In the 
worst of these years, 1957, the rate of return on average stockholders’ invest- 
ment was over 17 percent, a figure which any public utility would regard with 
some awe. At the other extreme, the company was able to earn a return of 
37.5 percent in 1950, an exceptionally good year.” 

The facts brought out by the subcommittee clearly indicate that it was the 
quest for these very high profits, rather than wage demands on the part of labor, 
that were primarily responsible for rising auto prices. In its findings the sub- 
committee reported : 

“* * * it is hard the escape the conclusion that prices and unit profits have 
risen much more rapidly than unit costs in the past two decades.” 

The same Senate committee investigated the pricing policies of the basic 
steel industry and found that “the break-even point for both the steel industry 
as a whole and the United States Steel Corp. individually is * * * slightly below 
an operating rate of 40 percent. This is to say, the industry and the corporation 
tend to move out of the red into the black when production, as a percent of 
capacity, reaches a level of just under 40 percent.” 

This means that the dominant United States Steel Corp. and the steel industry 
generally have succeeded in raising prices to the point where they can still make 
profits with over 50 percent of their plants and machines idle. In the first half 
of 1958, for example, United States Steel earned $271.65 million before taxes 
my: coetert million in after-tax profits, when operating at less than 54 percent 
of capacity. 
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If we are to make any serious effort to achieve a relatively stable price level, 
we must attempt to find a solution to this problem. Some way must be found 
to curb the price-raising ability of giant corporations in key industries, in which 
there is no effective price competition. ‘Ht 

Any serious attempt to achieve a reasonably stable price level must also; J 
believe, be based on a rapid rate of economic growth. Rapidly rising tota) 
output makes possible rapid increases in productivity and lower production costs, 
It also makes possible a large supply of goods and eases the pressures among 
competing social and economic groups—it is considerably easier to solve the 
problems of who is to receive what share of the net product if the pie is great, 
than if it is small. 

In addition, it would be well for the Government to assist in the development 
of methods to increase productivity and reduce costs, particularly in those parts 
of the economy, such as the services, where the great possibilities that exist for 
improvement in productivity can be realized more rapidly through organized 
effort. In the low wage service industries, the stimulus that wage increases 
provide for increasing efficiency can be aided by a rise in the Federal minimum 
wage and extension of the law’s coverage. 

A reasonably stable price level can be achieved. But it can be achieved only 
if the propaganda warfare ceases and the realities are squarely faced. A 
rapidly growing economy is needed to provide the general environment for rela- 
tive price stability. Special problems, such as the price-raising ability of the 
giant corporations in key industries, must be solved on the basis of the obvious 
facts. 

What is needed in this area is less heat and propaganda and more light on the 
economic facts. Congress should make a comprehensive study of the adminis- 
tered price problem in an effort to find an effective and rational way of pro- 
tecting American consumers and the American economy from the inflationary 
pressures created by the pricing policies of a few giant corporations in critical 
sectors of the American economy. 

During the recent hearings of the Senate Antitrust and Monopoly Subcom- 
mittee, I proposed for my own union, the UAW, that any company which controls, 
say, more than 20 or 25 percent of the sales in its industry be required to give 
advance notice and public justification of price increases it proposes to put into 
effect, through a public hearing before a Government agency which would have 
access to all the relevant data, and after the hearing would publish the facts 
as they had been brought out. 

In a free society an enlightened public can create the moral pressures essential 
to make private economic decisions publicly responsible. As I said before the 
subcommittee, “In a democratic society, there is always everything to be gained, 
and never anything to be lost, by giving the people the facts they need in order to 
make their judgment of the conduct of those whose decisions affect the life and 
welfare of every man and woman.” 


ECONOMIC POLICIES FOR FULL EMPLOYMENT AND ECONOMIC GROWTH 


There is urgent need for a decisive change in economic policies. Instead of 
drift and stagnation, we need leadership and a clear statement of goals that 
are responsive to national requirements in a time of population growth, rapid 
technological change, cold war, and the economic aspirations of peoples emerging 
from colonial dependency to national independence. 

We have followed a national policy of drift so long, and our economy has 
stagnated for-so many, years, that we cannot hope to fulfill unmet national needs 
in a few months or even years. We can and should, however, make a beginning 
immediately and start to meet our needs. 

There is urgent need for setting forth a program of national priorities in 
which we begin to put first things first and commit our resources. to the achieve- 
ment of those national priorities. i 

The requirement at the present is to begin to move rapidly and decisively 
toward an expanding full-employment economy. There is no single pattern for 
this achievement. A numberof steps are essential. f odl 

In particular, a decisive change in attitude and direction is needed in regard 
to Federal expenditures and programs. The major test as to whether or not 
they are worthwhile should not be»cost or budget balancing, but their need. 
National needs must be met, in the light of the requirements of the middle of 
the 20th century. 
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A PROGRAM TO GET AMERICA BACK TO WORK 


1, Distressed areas.—Federal. Government. assistance, for economically dis- 
tressed communities is essential. The experience of recent years clearly indi- 
cates that the changing location of industry and the decline of some industries 
leave pockets of unemployment, even when most of the Nation is fairly prosper- 
ous. This problem has grown in size and seriousness, not only because of the 
recession, but also because of automation and rapid technological change. There 
is substantial unemployment at present in more than half of the Nation’s major 
industrial centers and in 183 smaller labor markets, with the probability that 
the current economic distress represents a hard-core, chronic condition in many 
if not most of them. A concerted program of Federal Government aid, through 
loans and grants, is urgently needed to aid these communities to bring in new 
industries, to retain workers, and to assist workers to move to new communities 
where jobs are available. 

2. Minimum Federal standards for unemployment insurance.—The unemploy- 
ment insurance system should be permanently improved by additional Federal 
standards to extend duration and raise benefit payments to unemployed workers. 
Harsh disqualification provisions should. also be removed. As the President’s 
“Beonomic Report” recognizes, the unemployment insurance system has proven 
its great, but limited, effectiveness in offsetting economic declines. The system 
should be strengthened and improved. 

3. Community facilities—Many communities would be happy to relieve local 
unemployment and at the same time create new or improved facilities for educa- 
tion, health, recreation, police and fire protection, civil defense, parking, or other 
public needs, if they had the necessary means. Amendments to the Housing Act 
in 1955 did establish a $100 million revolving fund to provide loans for construc- 
tion of water, gas, and sewer systems, but the scope of this measure is far too 
restricted and the funds entirely inadequate. Congress should pass new com- 
munity facilities legislation which would provide authority and funds to assist 
municipalities in the provisions of a wide variety of necessary facilities. 

4. Government contracts for distressed communities.—One of the most obvious 
ways in which the Federal Government can give immediate aid to communities 
distressed with serious unemployment is by placing defense and other Govern- 
ment contracts in such areas. For some years now the administration has given 
lipservice to this principle, but in practice little has been done except to give 
some priority to such areas when all other procurement considerations are equal. 
This is not enough. Government procurement policies should be based on the 
principle that reasonable additional costs involved in placing contracts in dis- 
tressed areas will be offset by resulting avoidance of the heavy financial costs 
and other tragic consequencies of unemployment, both to such communities and 
to the Nation. 

5. Minimum wage—Congress should extend the coverage of the Fair Labor 
Standards Act to millions of workers in trade and services, and should raise the 
minimum wage under the act from the present $1 to $1.25 an hour. Such ac- 
tion would not only aid in increasing consumer buying power, it would also be a 
step toward eliminating poverty from the American scene. 

6. Social security—The Social Security Act should be improved through in- 
creased benefits, liberalized eligibility, and medical-care provisions for those 
receiving social security benefits. 

7. Commission on technological change.—We must devise social and economic 
programs to cushion the dislocations that result from automation and rapid 
technological change. For several years, now, we have been living through a 
silent revolution in ‘the United States—a revolutionary change in production 
and distribution processes, manpower requirements, composition of the work 
force, and location of industry. This silent revolution is continuing and, in 
the not-too-distant future, there will be the widespread introduction of nuclear 
energy for peacetime uses, with the possibility of a vast impact on the location of 
industry, on opportunities for employment, and on the skills of the labor force. 

It is irrational to move blindly, without direction or information, through 
a period of radical technological change. Information is needed to help guide 
Government and private groups in devising policies that can minimize social 

and economic dislocations. 

_ This committee of the Congress has made a start in this direction.. Much more 
information and examination of varying policy proposals are needed. A per- 
manent National Commission on Technological Change should be established 
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to investigate and keep abreast of these important issues. Such a National 
Commission should be composed of representatives of labor, farmers, manage. 
ment, consumers, and Government. It should keep under continuing review 
developments in automation, atomic and solar energy, and other 

innovations, and make recommendations to Congress and the President to assure 
that the fruits of technological advance are fairly shared and full employment 
sustained. : 

8. Progressive reduction of the workweek.—The Fair Labor Standards Act 
should be amended to provide for a progressive reduction of the standard 
workweek, with provision for periodic review by the proposed National Commis. 
sion on Technological Change to that, as our technology continues to advance, 
workers can enjoy through a shorter workweek an increasing measure of 
creative and purposeful leisure instead of suffering the tragic and wasteful 
idleness of unemployment. 

Historically, we in America have always taken part of the fruits of advancing 
technology in the form of reductions of working hours, while at the same 
time increasing our supply of goods and services. The accelerating rate of 
productivity advance makes it possible to progress faster in both respects. 

The rate of reduction of the standard workweek should take into account 
both the rate of technological advance and the extent to which our growing 
power to produce is actually being used to raise living standards, to meet our 
national needs for more and improved homes, schools, hospitals, highways, re- 
source development, etc., and to provide for generous international economic 
aid and an adequate defense. When workers are unemployed, or suffering short 
workweeks, or faced with the threat of unemployment, they can scarcely be 
asked to accept the argument that a 40-hour week is needed to attain our na- 
tional objectives while their Government takes no steps to assure that their 
available working hours are fully utilized. 

9. Aid to education.—There is a growing need for Federal aid for education 
to strengthen the basic human resources of our country. This should mean, 
not only aid for school construction, but also a Federal-scholarship program. 

10. Housing.—A national housing program is needed to provide good homes 
in decent neighborhoods for all American families. The program should provide 
adequately for public housing for low-income families, slum clearance, and 
urban redevelopment, and low-interest, long-term mortgages for privately 
constructed moderate-priced homes and apartment developments. In this con- 
en too, a Federal loan program for the improvement of community facilities 
is needed. ‘ 

11. Hospitals, highways, resource development.—Other essential, Federal pro- 
grams include hospitals and other medical facilities, highways, and natural 
resource conservation and development. These, and similar programs to 
strengthen our human resources and to promote more efficient use of our ma- 
terial resources, contribute to full employment, facilitate economic growth, and 
add to national security in a troubled world. 

12. Adequate defense.—The national defense effort is in need of careful exami- 
nation in terms of the military requirements for the defense of freedom. The 
U.S. lag behind the Russians in some areas is obvious even to a layman. In- 
formed experts have challenged the adequacy of the President’s defense budget 
proposals. Defense expenditures should be stepped up wherever necessary to 
meet our national security needs. 

' 13. Hoonomic aid.—EKeconomic and technical aid for the peoples that are emerg- 
ing from colonialism should be considered as a major aspect of national policy. 
Such programs of loans and grants, both directly and through international 
agencies, should be greatly expanded as a part of a long-term effort by the United 
States to assist the economically underdeveloped nations. 

14. Consumer buying power.—Consumer buying power must be raised substan- 
tially in order to lift sales and output in the months ahead. Wage and salary 
increases, and a reasonably stable price level, therefore, are.essential.. The Presi- 
dent and the Congress should declare their essentiality as part of a concerted 
effort to eliminate the waste of idle manpower and machines. 

15. Tight money.—The Government should indicate its support for a policy of 
rapid economic growth to full employment and full production. by halting the 
tight money policy which is generally restrictive. Instead. of attempting to 
restrain the entire economy’ while over 6 percent of the labor force is unem- 
ployed because prices in one economic sector, the stock market, have risen, the 
Government should use specific measures to curb excessive stock market specu- 
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lation. A step in this direction would be the effective enforcement of the elimi- 
nation of margins on all stock purchases. 

16. International trade.—International economic and trade policies of the 
United States likewise require bold and realistic measures to meet the needs of 
the times. Vice President Nixon’s experience last year in South America drama- 
tized, for example, the need to move in the direction of stabilizing raw material 
prices on an international basis. 

17. International fair labor standards.—The United States must build its trade 
relations with other countries, particularly since we need a wide variety of im- 
ports as well as foreign markets. But we cannot avoid the problem of unfair 
competition with some American products from low-wage, highly efficient foreign 
producers. In this connection, the United States should propose, through the 
International Labor Organization, the creation of international fair labor stand- 
ards provisions on wages and other labor conditions in export industries directed 
at raising wages in such industries, step by step, to levels justified by produc- 
tivity. This would bring to an end unfair international competition based 
entirely on depriving workers of their fair share of the fruits of their labor. 

18. Fair employment practices.—Opportunities should be opened for members 
of minority groups to contribute fully to and share fairly in social and economic 
growth through enactment of Federal fair employment practices legislation. 

19. Meeting the cost.—Admittedly, not all of these programs can be gotten 
underway in time to affect the level of economic activities in 1959. But their 
initiation now would change the direction and tone from defeatism to optimistic 
faith in the ability of the national economy to move forward in response to the 
needs of our times. 

We have been told often—and it will be repeated in the future—that this Nation 
cannot afford to meet both the defense and public service needs of the middle 
of the 20th century. The truth is, first, that under aggressive leadership the 
means at hand are ample not only to meet our needs in both areas but also suf- 
ficient to make up rapidly for time already lost in meeting them; and, second, 
that what we can afford least of all is to fail to meet them. 

A more rapid rate of economic growth—higher employment and increased 
utilization of productive capacity—will, in itself, generate personal and busi- 
ness incomes and Federal revenues. A large part of the increased expenditures 
for apne Government programs can arise from an increased rate of economic 
growth. 

Still more additional Federal revenues are available, without raising tax rates, 
by closing current loopholes in the tax structure. As much as $9 billion in 
additional revenue can be raised if these numerous loopholes were closed. Cer- 
tain immediate steps in this direction would raise about one-third of that amount 
of additional revenue by closing the following loopholes of special privilege for 
‘wealthy families and corporations. To gain this much revenue we need merely— 

(@) Repeal the favored tax treatment granted to dividend income from 
stocks by the Revenue Act of 1954. 

(b) Require withholding taxes on the payment of dividends and interest, 
similar to the present system of withholding taxes on wages and salaries. 

(c) Repeal excessive depletion allowances such as those for oil and gas 
and remove such tax privileges from many of the metals and minerals now 
covered. 

(@) Tighten the capital gains structure by lengthening the holding period 
for long-range gains and increasing the current 25-percent tax rate. 

(e) Remove from capital gains treatment the many types of income not 
originally included. 

Full employment, a more rapid rate of economic growth, and steps toward 
closing the numerous tax loopholes can raise more than enough revenue to cover 
the increased Federal expenditures to meet our national needs. 

3 s 7” * * s os 

Above all, this Nation needs leadership and direction to move out of stagnating, 
rudderless drift into a firm faith in the future of our free society. We have the 
human resources, skills, and ingenuity. We have the productive equipment. 
What we need is a decisive change in national policies that are firmly rooted 
in an optimistic conviction about our Nation’s ability to grow and to solve its 
many problems. 
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History has thrust world responsibility upon America and we have become the 
custodians of human freedom. No nation is better equipped to meet these new. 
and challenging responsibilities, for we are blessed with tremendous economic 


and human resources and a great democratic heritage. 

The American economy is the most productive in the world. It is freedom’s 
greatest material asset and if its potential abundance is fully, mobilized and 
intelligently and responsibly distributed, it is equal to the challenge we face, 

We must reject the counsel of the men of little faith who would sell America 
short by preventing the realization of the full growth and the maximum poten. 
tial of the American economy. As a people and.as,a nation we must act in 
the knowledge that we are engaged in a struggle for peace. and our very sur- 
vival, and that the challenge of peace is equally compelling and costly but more 
complex than the challenge of war. 

The American people and the American economy responded to affirmative 
leadership following Pearl Harbor.. The challenge today is no less imperative 
and the American people and the American economy will once again respond 
to bold and imaginative leadership. 

We cannot hope to overcome our fiscal deficit until we first overcome our 
leadership deficit. We need bold leadership and direction to move out economic 
stagnation and drift. We need leadership with a firm faith in the future of our 
free society that can call into play our great human resources and skill and 
our ingenuity and our productive capacity. 

We need decisive changes in our national policies that are firmly rooted in 
the conviction that our Nation has the ability and the capacity to grow and 
expand and find answers to these challenging problems. 

We need first of all to overcome the crippling and corrupting influence of 
complacency. 

We need to comprehend more fully the dimensions of the Soviet challenge and 
the totality of the threat with which-we are confronted. 

I share the concern expressed by Gen. Omar Bradley when he said: “I am 
sometimes discouraged not by the magnitude of the problem but our colossal 
indifference to it.” 

As a people and-as a nation we need to get our values in sharper focus. We 
need to think through together the values that we are defending and trying 
to extend in the world. 

We need a list of national priorities for peace and survival, and we need the 
will to commit our resources, both human and material, in total effort to 
achieve these national priorities. We have to put first things first so that we 
do not dissipate our time, our energies, and our resourcés. 

We need to recognize that new problems and new challenges will require new 
concepts and new approaches, and we need to dare to try such new concepts and 
new approaches, for we cannot solve tomorrow’s problems with yesterday's 
tools. 

We need above all a sense of national urgency out of which we can achieve 
the same measure of national unity and singleness of purpose to win the peace 
that we demonstrated in winning the war. 

We must recognize that business as usual, whether in government, industry, 

or labor, will not make us equal to the challenge before us. 
_I have unlimited faith in the capacity of freemen to win over those who 
slave under systems of tyranny. In the words of Abraham Lincoln, “If we 
could first know where we are, and whither we are tending, we could then 
better judge what to do and how to doit.” 


APPENDIX 
MEASURING THE ACCELERATING Propuctiviry TREND 


The tendency of productivity in the United States to advance at an accelerating 
rather than a constant rate has long. been recognized by many. economists. as 
well as by corporate executives familiar at first. hand with the facts of industrial 
life. 

Nevertheless, those who have attempted statistical measurement of the pro- 
ductivity trend have generally assumed that the annual percentage rate of 
advance is constant. One noteworthy exception is J. Frederic Dewhurst who, 


2A few examples of expressions of such recognition appear in the main body of this 
statement. 
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in the Twentieth Century Fund study entitled “America’s Needs and Resources,” 
presented computations showing a long-term tendency for productivity to advance 
at an increasing rate.’ 

The assumption of a constant rate of productivity advance predetermines the 
results of those statisticians who accept it. They compute their trend lines on 
the basis of first degree least squares logarithmic equations. Such equations, 
by their very nature, would not show acceleration no matter how strong the 
aceleration might actually be! in the underlying data. Trend lines computed on 
the basis of such equations, when plotted on semilogarithmic paper necessarily 
yield straight lines reflecting what they assume—a constant annual percentage 
rate of change. 

The resources of statistical science, however, provide a wide variety of trend 
equations from among which the statistician may choose, depending upon the 
nature of the data involved. While the choice of a trend equation frequently 
confronts the statistician with difficult problems, the standard statistics textbooks. 
do present certain objective tests which he may summon to his aid.’ 

For purposes of measurement of the productivity trend, it is readily apparent. 
from examination of the long-term data that the choice lies between a first-degree 
logarithmic least squares equation (the equation most commonly used) and a 
second-degree equation of the same type (the equation used by Dr. Dewhurst). 

The second-degree equation would reflect acceleration if it is present in the 
underlying data. But, where there is no significant acceleration in the data, 
the trend line plotted on the basis of the second degree equation will tend to 
approach a straight line, ie., will tend to take approximately the same form 
as the line computed from the first-degree equation. 

The objective test for choosing between these two types of equations consists. 
of smoothing the data and comparing the first differences.of the logarithms with 
the second differences. As stated in one of the standard texts: 

“Tf the first differences of the logarithms are constant, use an exponential. 
(Fit a straight line to the logarithms. ) 

“If the second differences of the logarithms are constant, fit a second-degree. 
curve to the logarithms.” * 

The data used in the UAW computations presented in 1958 negotiations con- 
sisted of the productivity indexes prepared by the Joint Economic Committee’s 
staff for the years 1909-37 linked to Bureau of Labor Statistics indexes for the 
years 1937-47 and to the indexes presented in President Eisenhower's “1958 Eco- 
nomic Report” for the years 1947-56." 

When these data were smoothed with moving averages, the first differences 
showed a marked tendency to increase from year to year. In fact, they were 
roughly twice as great toward the end of the period covered by the moving 
averages as they were at the beginning. The second differences, on the other 
hand, fluctuated within a relatively narrow range, i.e., they tended to approach 
constancy. 

Thus the objective tests indicated the use of the second degree equation. 
This finding was supported by examination of the index numbers for the indi- 


?Dewhurst’s results are somewhat different from those described in this statement, 
although his method is the same, because he used different data for a different period. 
His calculations are based on national income estimates for every 10th year starting with 
1850. Thus his trend equation is based on 11 points in all and the data for the earlier 
years in particular are subject to substantial margins of error. The calculations here 
presented are based on better data (the productivity estimates, based on private gross: 
national product, of the staff of the Congressional Joint Economic Committee for the years 
1909 through 1937 and the BLS estimates thereafter) for all years from 1909 through 
1956 except the war years 1941-46 for which BLS has published no figures. 

See, for example, Frederick C. Mills, “Statistical Methods Applied to Economics and 
Business,” revised edition (Henry Holt & Co., 1938), pp. 274ff.: and Frederick E. Croxton 
and Dudley J. Cowden, “‘Applied General Statistics” (Prentice-Hall, Inc., 1939), p. 461 f. 

*Croxton and Cowden, op. cit., p. 462. The texts also indicate that in the analysis of 
aoe: = these tests will rarely, if ever, be met perfectly. See, for example, Mills, 

. cit., p. ; 

'The Joint Economic Committee indexes are from “Productivity Prices and Incomes,” 
p. 89; and the BLS indexes, from “Postwar Productivity Growth in the United States” ; 
the indexes drawn from the President’s “Economie Report” are those which measure 
productivity in terms of hours worked and where also computed by BLS. Splicing these 

dexes is proper because all of them are based on the man-hours worked concept. The 
BLS indexes were used for the period since 1937 because the man-hours’ data on which 
they are based are clearl ——— to those used by the staff of the Joint Economic Com- 
mittee. There were no BLS indexes, however, for the war years 1941-46 and these years, 
therefore, were omitted from the computations. ‘The analysis stopped with the year 1956 
since at the time the trend was computed only a preliminary index was available for 1957. 
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vidual years of the period covered, plotted as points ‘on a semilogarithmic chart.’ 
The points clearly tended to follow a curve rather than a straight line. 

In fact, a trend line computed on the basis of a first degree equation high: 
lighted the curvilinear nature of the data by revealing that the plotted: points 
representing the actual indexes were above the line for all of the earliest ag. 
well as for all of the most recent years of the 1909-56 period. The 
line was seen to rise much more steeply than the points. in the early years, 
indicating that the first degree equation oversttaed the actual rate of increase. 
in those years, while, in the later years, the points rose much more 
than the line, indicating that the first degree equation understated the actual 
rate of increase in those years. 

Statisticians would attach particular significance to one other indication that 
the second degree trend line fits the data better than the first degree. That is 
the fact that the deviations of the logarithms of the actual index numbers for 
individual years from the logarithms of the index numbers computed on the basis 
of the equations approximate a normal distribution in the case of the second 
degree equation but not in the case of the other. 

Since the productivity indexes for the earlier years of the 1909-56 period are 
less reliable than the indexes for later years because of the inadequacies of the 
basie data from which they are computed, an additional test was applied to deter- 
mine whether differences in the reliability of the indexes for different periods 
might have influenced the trend rate of growth derived from the second degree 
equation for the entire period. Second degree trends were computed for periods 
beginning respectively with 1919 and 1935‘ and ending, in both cases, with 1956, 

Both yielded computed rates of productivity advance for 1955-56 remarkably 
clase to the 3.9 percent computed on the basis of the entire period 1909-56. The 
computed 1955-56 rates were 4.1 percent based on the period 1919-56, and 40 
percent based on the period 1935-56. 

A comparison of the actual annual indexes of productivity with those computed 
on the basis of the second degree equation is presented in the attached table 
which also shows the equation. The close correspondence between the actual 
and computed indexes is readily apparent. Substantial deviations of the actual 
from the computed indexes appear for only three periods—the World War I 
years, the 1920’s, and the great depression. The direction of the deviations in 
each of these cases is that which would be expected. The actual are below the 
computed indexes during World War I and the depression. The actual are above, 
the computed indexes during the prosperous twenties. > 

The rise of the actual indexes above the trend line during the 1920's, coupled 
with similar though smaller deviations during the first half of the present decade, 
reflect the fact that productivity growth is facilitated under conditions of rela- 
tively full employment. These deviations strongly suggest that the trend rate of 
productivity advance computed on the basis of a half century’s experience that 
includes wars, depressions, repeated recessions, and periods of economic stagna- 
tion is an understatement of the rate that would be attained under conditions 
of continuing full employment. 


®Such examination is one of the methods which the texts suggest for choice of a trend 
equation. See, for example, Croston and eas aD, OD. te . 462. 

7T These years were selected as starting poin their respective productivity indexes 
indicated a return to ene app ath heron situations after periods during 
which eee had been: depressed in Wi War I, in the first instance, ona in the 
great ression, in the we eee 
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In addition, there is strong reason to believe that the productivity indexes un- 
derstate our actual, experienced rate of productivity advance. Statisticians are 
still wrestling with certain defects in the data and methods used to measure 

uctivity. While these defects lead to errors in both directions, those tending 

to bias the productivity indexes in an upward direction are few and have neg- 

ligible effect. A greater number of the known defects tend to cause downward. 
pias, in several cases to a significant extent. 


Output per man-hour in the total private economy, 1909-56 
[Comparison of actual and computed indexes (with actual index for 1947=100)] 


Computed index ? 
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Sources: 
1909-37, Joint Economic Committee, ‘‘Productivity, Prices and Incomes,” p. 89. 
1937-47, BLS, “‘Postwar Productivity Growth in the United States” (years Pi odi-46 omitted). 
0 President's Economic Report,” 1958. 
from the following least squares curve, second degree, based on the actual index numbers: 


log y=1.66658-+-0.00341z+-0.00013732 


where y is the computed index number and z is the year number, 1909 being 1. 
*? Computed from logarithms of the index numbers. : = 
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PRODUCTIVE CAPACITY AND OUTPUT, MAJOR MATERIALS 


1955 1957 1958 


Source: Federal Reserve Board * 1947-1949 = 100, SEASONALLY ADJUSTED 
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* Production and Maintenance Workers, Mfg. Industries 
Source: U.S. Department of Labor and Federal Reserve Board 
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But Employment Lags Far Behind 


NON-FARM 
WAGE AND SALARY JOBS 
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Rough Projection of Comparative Growth, American and Russian Economies 


eeTE (as suggested in remarks of Allen Dulles to U.S. Chamber of Commerce) 
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Mr. Revuruer. I think perhaps all the members of the committee are 
fully aware of the fact that your committee has come together ata 
time of crisis and challenge and that you are evaluating the President's 
Economic Report not in a normal period, but in a period of world his- 
tory when America as the strongest of the free nations of the world 
must, of necessity, assume increasing responsibilities. I share the 

oint of view that the American economy and what we do with it will 
. a decisive factor in whether or not we will be equal to the challenge 
that we face in the world. 

Now, during the past week Mr. Khrushchev has discussed at great 
length, in the Communist Party Congress in Moscow, precisely what 
the Soviet Union intends to do in the future and he has laid down a 
broad and bold economic challenge to America. 

I think that we need to understand that the American economy is 
in fact freedom’s greatest material asset. How effectively and intelli- 
gently we mobilize its productive potential and how responsibly we 
distribute that satential: both in meeting our needs at home and dis- 
charging our responsibilities in the world will determine whether the 
forces of freedom or the forces of tyranny are going to win this con- 
test. 

I believe that America is equal to this challenge if we try; and I 
think that the great tragedy of America is that we are not trying. 
Faced with this tremendous challenge, we are not reall ae 
with a sense of urgency and a sense of awareness of the dimensions 
this challenge. 

Our system of freedom is equal to this challenge, but not if we work 
er one hand a ae a das edad 

e are equal to this challenge, Mr. Chairman, only if we recognize 
that it is perhaps the most threatening challenge that free men and 
free institutions have ever faced. 

I share the point of view expressed by that great American, Gen. 
Omar Bradley, when hesaid recently: __ 

I am sometimes discouraged not by the magnitude of the problem, but by our 
colossal indifference to it. 

This is the thing that bothers me about America. I am disturbed 
by what has been called the corruption of soe. I fear that we 
have not really as a people, or as a nation, fully comprehended the 
nature and the dimensions of the Soviet challen , nor have we, I 

-think, understood the promise and the great potential of the American 
economy, if fully mobilized, to meet that challenge. 

I have.been saying for a long time to the people that I talk to in 
the labor movement and elsewhere, that in effect we are 
in a kind of one-game world series with the Soviet Union. . This.is not 
a matter where you win four out of seven. You either win the first 
game or you lose all. 

Weare playing for keeps and nothing less than the survival of every 
decent human value that we cherish as a free people is at stake in 
this one-game world series. 

Now, the American labor movement is deeply disturbed. We are 
very disappointed with the President’s economic report, because we 
believe it lacks the sense of national urgency that rR needs 
to create in this period of challenge. We believe that it fa 
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meet. the requirements of the Employment, Act of 1946 by not setting 
forth goals of em ma aets production, and: purchasing power. 

If you measure the President’s proposed budget against the realities 
of the Soviet challenge and the Soviet budget, I think you will come 
to the conclusion that the President’s, proposals are a flight from 
economic reality. 

Iam afraid, Mr. Chairman, that we tend to confusetwo values. The 
struggle in America and in the world is not for national solvency. It 
is for national survival. 

The Soviet Union will not be impressed by any neat balancing of the 
books. The Soviet Union will only be impressed by the massive mo- 
bilization of the great productive power and the know-how and the 

nius of the American economy and the American people. 

Yet we in the labor movement are disturbed by what appears to be 
an obsession about balancing the budget,,., The, President seems. in his 
report to put the cart before the horse. We believe that you cannot 

nce the budget unless you first balance the economy. 

The only way we can get the fiscal and budgetary problems of 
America in order is by mobilizing the productive power of a. full- 
employment, full-production econom 

The average American spdeatenie that halfway and halfhearted 
measures were not adequate to meet the challenge of war. Yet too 
few people have understood that they are also inadequate to meet 
the infinitely more complex challenge of pes ce, 

It seems to me that somehow in America we haye to recreate the 
sense of urgency, that somehow we have to achieve a sense of unity 
and a singleness of purpose in the face of this challenge that is com- 
parable to the unity and the urgency and the singleness of purpose 
that we achieved in the dark days following Pearl Harbor, pees 
the challenge today is not less threatening than the challenge that we 
faced at that time. 

I have a feeling, Mr. Chairman, that one of our problems is, that 
our values are somewhat out of focus; that we need Corporates in 
America, in this period of crisis, to get people together, Government 
and industry and labor, people generally, so that, we can think through 
the values that we are dedicated to defend and extend in the world. 

think we need to work out a list of national priorities in which 
we begin to put first things first. 

I wish America were. as concerned about, the size of its schools as 
it is with the size of the fins on the new cars. 

Somehow we have not really understood. what is important. If 
we could work out a list of priorities and then find a way to commit 
our total resources in a concerted effort. to achieve these national goals, 
we could begin to get the American economy back into high gear, get 
America back to work. Only as we get America back to work can 
we have the economic resources to. do what must be done at home and 
meet our increasing responsibilities in the world. 

It is Sates tragedy that at a time when we have tremendous un- 
filled needs at home and increasing responsibilities in the world the 
American economy is limping along in low prt 

We have at the present time, as we all know, more than 4 million 
unemployed. An unemployed worker is denied his opportunity of 

3637959 ——87 ; 
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making his contribution toward the defense of freedom, toward:the 
building of a stronger, better, more secure and happier America, 
Yet we have more than 4 million workers walking the streets of Amer- 


ica. | 

As this chart indicates, Mr. Chairman, when you project our pro 
duction capacity and our utilization of that productive capacity based 
upon actual output, there is a very serious gap between what we are 
doing and what we could be doing if we were fully utilizing our idle 
manpower and our idle plant. 2 

You will find that there is roughly a 22 percent gap between. po- 
tential output and actual output. e cannot afford this. ad 

The margin of survival is too thin in the world, in the face of the 
massive offensive on the economic front by the Soviet Union, to tol 
erate that kind of gap between potential abundance and actual pro- 
duction in the American economy. f 

You begin to get some appreciation of the dimensions of the Soviét 
challenge and the dimensions of our failure to meet this challenge 
when you consider industrial production in the Soviet Union in 19 
as contrasted with industrial production in America. i. 

Our industrial production went down 11 percent in 1958 and Rus 
sia’s industrial production went up 11 percent. 

The Soviet Union never misses a chance to make prop 
Propaganda is a science with the Soviet Union. . They put out liter 
ature at the Brussels World Fair in which they stated that industrial 

roduction from 1913 to 1957 went up 2,000 percent in the Soviet 
Union as contrasted to an increase of 200 percent in the United States. 

The Soviet Union today, all over the world, is beating the propa- 
ganda drums. They are talking about unemployment and nd 
utilization of productive capacity in'the United States. With telling 
effect, they are beating this propaganda against the eardrumis ¢ 
hundreds of millions of people throughout the uncommitted world, 
charging that the American economy is incapable of: achieving ¢ 
maintaining full employment and full production, making the good 
things of life for people in peacetime. ‘They argue that we are a Na- 
tion run by warmongers and that’ the only way we know how to get 
full employment is by making the weapons of war and destruction. — 

They keep driving this propaganda home in the struggle between 
freedom and tyranny for the hearts and minds and loyalties of hun- 
dreds of millions of the uncommitted peoples of the world. lie 
__ Let us never forget that in the long run military power, while it 
needs to be strong, is but the negative aspect of a dynamic foreign pol- 
icy. Through military font we buy time and the opportunity to 
win on the economic and social fronts in the struggle for the hearts 
and minds of people, es 

Sit down with the workers, as I did last week with a committee 
that came before our executive board in Detroit. They included aren 
with 16 years of seniority in the automotive industry who have nt 
hope of recall. . oe 

They have exhausted their unemployment compensation, They 
have exhausted the supplemental unemployment benefits we negott 
ated. ‘They are without a job; they are without hope. he oe 

They ask me, Mr. Chairman, a very simple, reasonable, understand. 
able question that I think America must find an answer to. Not ex- 
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cuses, not. pious platitudes about how wonderful America is. We 
know how wonderful it is. 

These workers say to me, “How come? When we were engaged in 
the struggle against the other kind of tyranny that Hitler represented 
in the world, every able-bodied man and woman in Detroit had a job. 
We worked overtime 6 and 7 days a week. We got the grandfathers 
and grandmothers out of retirement. They didn’t give you a physi- 
cal before they hired you in those days. If you were warm you went 
on the payroll.” 

They say to me, “How come? If we could have full employment 
and Overtime making weapons of destruction, why don’t we have the 

d sense to mobilize our economic resources, our productive capac- 
ity, 3 manpower to make the good things of life for people in peace- 
time 
- That is a reasonable question. Yet we have not met that challenge 
and Detroit is not unlike many other industrial centers. 

I want to give you some Rennes about Detroit because I know more 
about that, personally. We have 194,000 unemployed workers in the 
city of Detroit. There are several cities all over America where they 
have comparable problems in other industries. 

Nearly 13 percent of the labor force in Detroit is unemployed, yet 
the auto industry is perhaps at the highest level of employment that it 
will ‘achieve ‘in 1959. 

Buick laid off 2,000 people last week. Ford laid off some people. 
We expect a general reduction in ene in the auto inehisery. 

We nate people from the Chysler plants with as much as 16 years’ 
seniority who can’t get called back. You can’t understand unemploy- 
ment until you experience'it. It is not a mere philosophical, intellec- 
tual concept, but a deep human experience. Mass mre ik ge 3 is a 
great tragedy, a great waste of the creative capacity of free Ameri- 
cans 


The Department of Labor tells us that we have 76 major labor areas 
with 6 percent unemployment, or more. We have 183 minor labor 
areas with 6 percent or more unemployed. 

The unemployment £ ne will begin to edge up closer and closer, 

t 


deep into February, to the 5-million mark unless we stop the present 
drift and stagnation in the American economy. 

Therefore, I should like to suggest, Mr. Chairman, that what we 
need in America now and need desperately, is bold and affirmative 
leadership to get America back to work. 

No people in the world have been so richly blessed as we have. We 
have resources, productive capacity, technical know-how, a skilled, 
industrious people. 

All we need is the will to commit these resources to the achievement 
of the goals that we bélieve in. 

I should like to suggest that a continuation of the deficit of leader- 
ship in Washington is much more serious than the deficit in our 
budget. Only if we get America back to work can we begin to create 
the economic resources essential to overcoming our deficits in edu- 
cation, our deficit in housing, our deficit in hospitals and medical 
care, our deficit in many aspects of our national life. The only way 
to create economic wealth is by the application of human effort to 
the tools of production and the material resources with which we work. 
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There is no other way to do it. Getting America back to work is 
the answer to this problem, in our opinion. ee 

I do not believe that we ought to be misled by the movements of 
the stock market. The Soviet Union will not, be misled. ; 

If the stock market goes up a billion dollars that is a shuffling of 
paper; that does not create one more ton of steel or one more brick 
to build a needed schoolroom. Only work and the use of manpower 
and productive capacity will create economic wealth. i 

Neither should we be misled, Mr. Chairman, by the fact that our 
gross national product has climbed back up almost to where it was 
in the last quarter of 1956. : 

It is true that our gross national product went back up in the last 
quarter of 1958 to roughly $451.5, billion a year. It is almost back 
where we were 2 years ago. : 

Some people say that means we are out of the woods. N 
could be further from the truth, As this chart indicates, while our 
production is almost back where we were, there is a very serious la 
in employment. We have recovered roughly the gross national rok 
uct of 2:years ago with Rey 1% to 134 million less workers. In 
the period of the recession we have shaken down, gotten rid of some 
of the least efficient plants, put great stress on improving technology 
and increasing labor productivity. 

I think that by any realistic evaluation of where we are going in 
terms of technology, electronics, and the wonderful new tools of pro- 
duction, we have the capacity to create unprecedented economic 
abundance. 

You can never measure the possibilities of tomorrow by the in- 
adequate. standards of yesterday because we can grow tremendously 
and move forward at an increasingly accel speed. I get the 
feeling that we have not understood the great rewards that this 
abundance will make possible in America. — . ard 

We have a choice to make. We must find a way to this in- 
creasing abundance to the needs and the aspirations of our people 
so that they can have higher living standards, a ter measure 
of economic security, and an increasing measure of human leisure, 
which they can use constructively and creatively. We must, in short, 
not only satisfy the needs of the outer man, but facilitate the growth 
of the inner man as well. 

_ This, in truth, is essentially the area in which we stand apart from 
the Soviet Union. Never make the mistake of believing that they 

cannot produce as well as we can produce. I think that their achieve- 
ments to date indicate that they can. 

It is the essential motivation and purpose behind our material effort 
that separates the free world from the world of tyranny. Yet millions 
of American workers have been rewarded by the fruits of automation 
not with greater security, not with higher living standards, not with 
greater leisure, but with the tragic experience of unemployment. . 

In the automotive industry the march of technology goes.on day m 
and day out. In 1947, to give you a comparison, we made. 4,800,000 
cars and trucks with a labor force of 649,000 workers. . : 

In 1957, in 10 years, we went up to 7,200,000 cars and trucks, with 
a labor force of 652,000. ae 
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In other words, in that 10-year. period! we had a 50-percent. increase 

in production and a one-half of 1 percent increase in manpower. But 
the 50-percent increase in production only tells half the story. 
- The cars and trucks were more complicated in 1957.. They had auto- 
matic transmissions. They had many features that the earlier cars 
and trucks didn’t have. They had eight-cylinder, complex engines as 
compared to very simple engines. Bil 

Here in this one industry, to bring this kind of figure very much 
up to date, in 1957 in the month of December the Ford Motor Co. 
made 189,000 cars and trucks with 124,000 production workers. 

In December of 1958, they made 210,000 cars and trucks with 119,000 
production workers. 

Production was up 11 percent and employment was down 4 percent. 
In 1 year we had that kind of dramatic shift inthe labor force. 

The Federal Reserve Board, in a report that appeared in the papers 
yesterday, indicated that in December 1958 the output for the whole 
automobile industry was 4 percent lower than December of 1956, but 
production workers were down 20 percent between those two dates. 

We cannot say, “Well, maybe we can somehow muddle through, 
this thing will get better.” It will get increasingly worse, because the 
march of technology goes on and each time you break through into a 
new area you open up a whole new horizon of technological develop- 
ment which begins to have broad ramifications in the hole economy. 

This is a matter which will confront us with more serious problems 
as we go down the road to the future. We in the labor movement 
believe that essentially we are in trouble because we have not learned 
to manage abundance. The only way we can manage abundance is 
to learn to distribute it equitably among. workers, stockholders, and 
consumers so that we can achieve full employment and full production 
on higher and higher economic plateaus. Only by balancing productive 
power with purchasing power can the economic pie we create get bigger 
and bigger. Workers, stockholders, consumers, and people generally 
= share in that expanded economic pie as we achieve this dynamic 

ance. 

No group in the economy can be short changed, denied their fair 
share of the fruits of our developing technology, without upsetting 
that dynamic balance that is essential to growth and expansion, 

This is an area, Mr. Chairman, in which there has a great 
deal more heat than light. There has been a great deal of prop da, 
namecalling with everybody trying to put the monkey of responsibility 
on everyorie else’s back. 

I think that we need a more rational, intelligent, factual discussion 
of the San of inflation, its causes, and those who are responsible. 

The President believes that inflation isthe prime problem. He does 
not seem to understand that getting the economy back into high gear 
is itself a very effective anti-inflationary step. 

But I think that basically the President makes a mistake in believing 
that he is fighting the classical kind of inflation, the kind, accordi 
to the textbooks, that develops when the demand for aoods excee 
the supply or the ability of the economy to satisfy that demand 

_When demand is up and supply is down in classical theory, prices 
rise until supply and demand balance out. 

‘When a y is up and demand is down you get the reverse impact, 
with prices declining. 
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That is very good theory, I suppose, if you are taking»= freshnian 
course in economics and are not going beyond that freshman course, 

But in this situation the demand for goods is not pressing upon 
the supply and pushing prices up, because in basic industry after 
basic industry we have a tremendous unused capacity. We dont 
have a shortage of capacity in the automobile industry. We havea 
shortage of customers. 

What we need is more people with enough purchasing power to buy 
the cars and bring that unused productive capacity into operation, 
But the President, unfortunately, would have us believe that we ane 
fighting the classical kind of inflation. The things that he recom- 
mends to deal with that kind of inflation are not realistic in dealing 
with the kind of special inflation with which we must deal. 

We have an inflationary recession which is completely unrelated to 
the kind of problems that we had in the past. We have inflation that 

ws essentially from the fact that a few giant corporations in the 

erican economy, exercising monopolistic power and dominant con- 
trol over vital sectors of our economy, are able to set their prices with- 
out regard to the pressures of the marketplace. 

I think a good example of this is the steel industry. The steel indus- 
try has inflicted upon the American public and the American economy 
23 price increases since the end of the Second World War. 

Each time they have done that they have said to the people of Amer- 
ica in this propaganda contest that they have been forced to. raise 
prices because of the wage demands of the steelworkers. Yet the facts 
will show that for every dollar they gave the steelworkers in higher 
wages, they charged the American consumer $3.23 in higher prices, 

oever believes that the law of supply and demand has not been 
repealed by these giant corporations wig determine the basic price 
trends in the American economy should consider the strange phenom- 
enon that occurred last August, when the steel industry made its 23d 
price increase at a time when it was utilizing less than’60. percent of 
its capacity. 

Adam Srnith said that when you are using less than 60 percent of 
your capacity and the prices are up, the.prices are supposed to come 
down. But the steel industry has repealed the law of supply and 
demand. : 

The Cuarmman. Mr. Reuther, we set up the program this ‘morning 
with an hour to be devoted to your statement and questions asked by 
members of the committee and the subsequent hour to hear the repre- 
sentatives of the chamber of commerce and the NAM. 3 

Now, the chairman apologizes for the fact that he was late this morn- 
ing and he realizes that set us back 10 minutes. The chairman recog- 
nizes that he is at fault in this matter and wishes to apologize to you 
and to the other members of the group. But he are in good form now; 
you have taken 30 minutes and I see you still have a lot of notes. ~ 

I wonder if you would be willing to yield for discussion on your 
paper. I think nearly all the members have been reading your paper 
so that we can have a chance to question you. 

Mr. Reutuer. I intend to finish very quickly so that can be done. 
I want very much to be able to respond to your questions. 
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I should like to put in the record and call to your attention an edi- 
torial in yesterday’s Washington Post entitled “Those Administered 
Prices.” 

The Washington Post editorial begins to put its finger upon the real 
source of our inflationary problem and it refers to an article which I 
should like to put in, also, entitled “Inflation Besetting Us of a New 
Breed.” 

This is precisely the problem that the President does not deal with. 
He is still dealing with the classical kind of inflation, which is not our 

roblem. 

(The material referred to follows :) 


[From the Washington Post and Times Herald, Feb. 8, 1959] 


THOSE ADMINISTERED PRICES 


If Majority Leader Johnson is looking for a good point of departure for 
the large-scale, much needed national economic study which he has promised, 
the noted economist Gardiner C. Means has certainly provided one. Mr. Means 
has demonstrated in-a novel and forceful way what many economists long 
have felt; that the big, concentrated industries tend to maintain through thick 
and thin a long-term policy of gradual price increases that no reasonable exer- 
cise of traditional monetary and fiscal controls can curb. 

Bernard D. Nossiter describes the Means findings in-an illustrated article 
elsewhere in today’s Outlook section. It should make fascinating reading for 
all who have wondered why price indexes seemed to rise throughout the last 
recession, showing conclusively the heavy proportional impact of the concen- 
trated industries on this trend. 

Mr. Means’. basic findings seem sound, indeed, but obviously are of so great 
an importance that they deserve further independent review and refinement. 
His attempt to assign responsibility for price rises in these industries as be- 
tween management and labor is, if less conclusive, no less challenging. The 
suggestion that in steel, for example, prices rose six times as much as labor 
costs in 1956-57 literally cries out for further study in this and other industries. 

The implications of the Means’ study are by no means simple. Certainly 
the study warrants no pell-mell political race to clobber industry with controls 
or exhortations to be “more responsible.” Indeed,-it- could be- concluded. that 
“big business’ displays a kind of public-spirited statesmanship in refraining 
from taking full advantage of periods of short supply to push up prices. And 
it could be argued that industry, holding to a steady pace on price and wage 
increases during recessions, contributes to a needed stabilization of purchas- 
ing power. On the other hand, the seeming ability of the concentrated indus- 
tries to defy the uSual economic laws upon which so much’ publie policy is 
based should. spur-a- search for new means to get.afuller representation of 
the public interest in. big industry decisionmaking, 

The most urgent and timely implication of the Means study, however, is 
that, the Eisenhower administration is winking at the realities of the business 
world in continuing to place so heavy a reliance on traditional economic con- 
trols at-this time...It is not now apparent that full utilization of labor and 
plant capacity will be achieved this year, so the upward pressure on prices 
in 1959—if any—will be coming mostly from the administered pricing activity 
of the concentrated industries. ‘ 

Yet the response of thesadministration to this prospect has beento,call for 
tighter credit, less Federal spending, and general restraint—the traditional 
Measures which the Means study shows have little impact on big business 
pricing. These policies could depress activity critically in the competitive in- 
dustries, nipping at the outset the recovery. upon which Mr. Hisenhower’s 
“balanced” budget itself depends. : 


Mr. Means has made an invaluable contribution to an understanding of one 
of our most perplexing economic problems. Senator Johnson is to be con- 
gratulated for seeing even ‘earlier the critical importance of intensive study 
4 this field—and he has now an excellent springboard from which to launch 
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INFLATION BEsSETTING Us Is or a NEw BREED 
(By Bernard D. Nossiter) 


A pioneering approach to the peculiar price inflation that marked our recent 
past is embodied in the strange-looking charts below. 

They were put together by Gardiner C. Means, of Vienna, Va., a dis 
but lonely economist. He held a slew of Government posts in New Deal days and 
was recently an adviser to a relatively sophisticated business group, the Com- 
mittee for Economic Development. _ Twenty-seven years ago, Means shocked eco- 
nomic thinking when he and Adolf A. Berle wrote “The Modern Corporation 
and Private Property.” ' 


Percent Change 


WARTIME INFLATION—1942-47 
(Competitive Industries Pushed Up Prices) 
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In both charts, the height of each ber _ Bureau of Labor Statistics’ wholesale 

is the percentage increase in the whole- price index. From 1942 to 1947, the 

sale price of each industry's or pagntery average price increase for the groups 
oup’s products. The width of each _ pictured was 50 per cent; from 1953 to 
ar is the industry's weight in the — October, 1958, it was 8 per. cent, 


- CURRENT INFLATION—1953-October, 1958 
(Concentrated Industries Pushed Up Prices) 
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What the Means charts show is that contemporary inflation is a very different 
animal from the classical demand inflation. The chief difference lies in whether 
big price increases come in competitive or concentrated industries. 

In other words, what Means has done is violate a sacred taboo of economic 
thinking. He has actually gone and looked at where the price increases are tak- 
ing place and asked whether the differences over separate periods of time aren’t 
meaningful. 

To compound his sins, he has married economic theory to economic fact. 
And as everybody in the business knows, the gulf between the “‘institutionalists” 
(fact men) and theoreticians is a wide as the breach between Montagues and 
Capulets. 

Classical inflation is pictured in the top chart, covering the war and imme- 
diate postwar years. This was a money phenomenon, an increase in money 
demand which was not offset by an equivalent increase in goods—what Federal 
Reserve Board Chairman William McChesney Martin likes to call, “too much 
money chasing too few goods.” 

In drastically oversimplified form, this is what happened : 

The staggering war expenses were paid by the Government through borrowing 
(deficit financing). To the extent that the Government borrowed (sold bonds) 
to commercial banks, the Government was simply printing money. The goods this 
money bought were shot off, exploded, dropped on cities, or left to rot in military 
warehouses. So, when controls came off, the extra money in the hands of people 
and businesses bid up prices much more than it induced increased production. 
Bven with the best will in the world, increased production could not come about 
quickly enough because resources of men and materials were almost fully em- 
ployed—too much money was chasing too few goods. 

According to Means’ charts, the biggest price increases came in the highly com- 
petitive industries—lumber, farm products, processed foods, textiles. In these, 
producers can’t control their prices which are set by those impersonal market 
forces so dear to Adam Smith. 

But the concentrated industries with few producers—steel, autos, aluminum, 
electrical) machinery—held back. They do: have considerable discretion over 
price and didn’t take full advantage of the big increase in money demand. 

Now, the new inflation presents a different picture. All the price push comes 
from the concentrated industries. The competitive industries in several cases 
eat prices—textiles, farm products, miscellaneous. And there is a logic in this. 
The period under study, 1953 to October 1958. (the last month for which Means 
got data), was a time of much less than full employment. The period spans 
two recessions (1953-54 and 1957-58). The money supply did not zoom upward. 

So, only industries who need not rely on impersonal market forces but have 
considerable control over their prices could make increases stick. And the charts 
show that they did. 

Many economists will quarrel with Means’ interpretation of his charts. They 
will contend that the ability to administer prices has nothing to do with whether 
an industry is competitive or concentrated, They will argue that all Means is 
showing in his new inflation chart is what you would expect in a period of in- 
vestment boom——and the Nation certainly was enjoying one from 1955 through 
1957—steeply rising prices in steel and other producer goods industries as the 
result of extra demand for producer goods. 

This debate can’t be settled in this space or anywhere else now because rela- 
aoe little is still known about administered prices, or for that matter, concen- 

on. 

Let’s take a closer look at the charts. The solid black bars are industries or 
industry groups which are highly concentrated—a handful of producers account 
for most of their production. The cross-hatched bars are mixed concentrated 
and competitive—chemicals, furniture, and the like. The light gray bars are 
the competitive industries with thousands of producers, no one of them big 
enough to affect prevailing prices or production. 

The bars are two-dimensional, but that’s not as scary as. it sounds. The height 
of each bar measures the percentage of price increase or decrease at wholesale 
in each industry. For example, in the bottom chart, steel prices went up 36 
percent between 1953. and October 1958 ; farm products prices went down 5 percent. 

The width of each bar measures the industry’s weight in the wholesale price 
index—that is, the amount of sales of that industry in relation to the amount of 
sales of the other industries. If steel sales during 1953—October 1958 were 
$8 billion and farm products sales were $24 billion, then the farm products bar 
would be three times wider than the steel bar. 
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The height of any bar times its width is its area. In these charts, the height 
(price increase) times. width (economic weight) gives a graphic picture of the 
economic impact of each industry on the price level. In other words, the areauot 
each bar shows how much force each industry or industry group had on the price 
level. 

We can see very quickly that the competitive industries accounted for almost 
all the pull in the war period. There is much more light gray than black in this 
picture. 

But in the recent period, the push comes from the concentrated industries, 
Means figures that they account for 85 percent of the gross increase in the whole- 
sale index. If they hadn’t gone up in price, the wholesale index would haye 
risen less than 1 percent instead of 8 percent. And this is what you would expect 
during a period when total output of goods is increasing little and so is the money 
supply. 

There is one other point to note. In the bottom chart, Means has broken out 
steel and fabricated steel from the broad category of metal and metal products, 
He did this to demonstrate the overwhelming force of the steel and steel-using 
industries (machinery and motive) in pushing up recent prices. 

While Means appears to have demonstrated that the new inflation stems from 
the concentrated industries, he still hasn’t answered the question rome | 
political debate: Is it the unions or is it the corporations? 

Is it Roger Blough’s United States Steel, Frederick Donner’s General Motors, 
Ralph Cordiner’s General Electric? “Or is it David McDonald’s United: Steel- 
workers, Walter Reuther’s United Auto Workers, James Carey’s International 
Union of Dlectrical Workers? Or, have both sides embarked on an unspoken 
wage-price or price-wage collaboration? 

The charts are of no help here. But Means, who prepared his material for 
the Senate Antitrust and Monopoly Subcommittee, went back into the committee’s 
steel hearings for some arithmetic. After lengthy calculations, based on a series 
of arguable assumptions, he concluded that labor costs per ton went up $1 
during 1956-57 ; prices went up $11 ton. 

This would appear to make United States Steel, the industry's price leader, 
the chief culprit. However, it must be repeated that Means’ computation is 
derived from assumptions which can be debated. At best, his conclusion is 
suggestive. 

Who are these concentrated steel and steel-using industries? They ‘can be 
reduced to 10 corporations. In terms of ingot ‘capacity, steel is United States 
Steel (29 percent) ; Bethlehem (16 percent), and Republic (9 percent). , 

The “motive” end of the “machinery and motive” category is: General Motors 
(51 percent of 1958 auto production) ; Ford (29 percent), and Chrysler (14 
percent). : 

The machinery end is tremendously complicated by definitions. But electrical 
machinery is General Electric (owned 16’ pereenit of the industry’s assets in 1947, 
the last data year); Westinghouse (13 pereceht) ; Western Electric Co., an 
American Telephone & Telegraph subsidiary (13 percent), and Radio Corp. of 
America (6 percent). 

Some policy implications flowing from Means’ analysis were spelled: out *by 
Chairman Estes Kefauver, Democrat of ‘Tennessee, of the Senate subcommittee, 
If Means is right, then: 

A tight money policy won’t hold down prices ‘without bringing on a recession 
because corporate giants are the least affected by a shortage of lendable me rr 
They raise their expansion money largely from profits, not borrowing. 

A balanced Federal budget is irrelevant because this is. not a money, but an 
administered price inflation. 

To be sure, easy money and unbalanced budgets would, according to anybody's 
analysis, worsen the situation by piling a money inflation on top of an adminis- 
tered price inflation. 

However, a minority group of economists, headed by Leon Keyserling, para- 
doxically argues that easy money and budget deficits will stimulate an offsetting 
amount of extra production when, as now, men and resources are not fully 
employed. 

But what Means is really saying is that some new institutional devices must 
be invented to control concentrated industries and/or their unions if price 
stability is to be achieved. 

What form the new devices should take might well be on the agenda of Vice 
President Richard M. Nixon’s new Cabinet committee on inflation and the massive 
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congressional study Majority Leader Lyndon B. Johnson, Democrat of Texas, 
once proposed for the Joint Economic Committee. 

Mr. Revruer. In this editorial they referred to a study made by 
Mr. Gardner Means. The study, dealing with the 1956-57 price 
increases in the steel industry, points out that for an increase in labor 
costs, taking productivity into account, of $1.75 per ton, they jacked 
up the price to the American consumers $11 per ton. 

In achieving a relative equity between workers, stockholders and 
consumers, this whole question of administered prices is the key. It 
determines how we share the abundance that we are capable of creat- 
ing. It prevents our achievement of a dynamic relationship that 
facilitates growth. 

I would like to show you a larger chart which we think is a dramatic 
way of reflecting the relative equity of worker and stockholder. This 
is based on General Motors Corp. experience from January 1, 1947, to 
September 30, 1958. We assume an average General Motors worker 
who is employed 52 weeks in the year. This is a very hypothetical 
GM worker. I don’t represent that kind. We also assume a share- 
holder owning enough stock in January 1947 to have earned that year 
in dividends the equivalent of what the average GM worker earned. 
In other words, the stockholder and the worker start out even. 

This is what has happened to the wage earner: 

He earned $51,500: by 1134 years of work on the basis of a 52-week 


year. 

What happened to the stockholder? You always hear spokesmen 
for big business organizations talking about the need to provide more 
incentive on top, to the people-who create. capital and job opportuni- 


ties. 

In that same period, while the worker was earning $51,500, the stock- 
holder received $107,800 in cash dividends. Through appreciation in 
the value of his stock, he gained $236,000 in capital gains, so that his 
increased equity was $344,000. 

So that less than $8,000 invested in General Motors in that 1134- 
year period would have earned the equivalent of what a worker earned 
who put in 1134 years of hard work. 

One talks about relative equity. Yet the stockholders who enjoyed 
this greater share would put the burden of responsibility for inflation 
on the wage earner. 

If this were in some pucenenmniiges country, where a small invest- 
ment in capital goods would yield a high return compared to the effort 
of a human being, you could understand it. But this is America, with 
automation and developing technology. 

In other words, a person having $8,000 to invest could have lain in 
the sand of Miami Beach and had the same income as a worker bucking 
the assembly line every week during all those years. 

We believe that is a very clear demonstration that the wage earners 
have not been the culprits. 

Here is an industry where profits have been, I think, fantastic, and 
where wage earners and consumers have been shortchanged in com- 
parison with other groups. 

When I was before the Kefauver committee on behalf of my own 
union, the UAW —lI refer you to the prepared statement—I pro- 
posed a public agency that would conduct hearings on proposed price 
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and wage increases in “administered-price” industries. We don’t say 
this is the only mechanism. We can say we think Congress should 
explore this whole area. How can we, within the framework of our 
free economy, and without imposing controls, provide voluntary 
mechanisms that will make private economic decisions more pub- 
licly responsible? Unless we find a way to make private economic 
decisions more responsive to the needs of the public and the needs of 
the whole community, we will be in trouble, for then the Gove 

not by choice, but by necessity, will be compelled to move in and begin 
to narrow the areas of voluntary economic decision. 

The President thinks fighting inflation is the most important thing 
and he is fighting the wrong kind of inflation. I should like to em- 

ahsize that the most important thing that we need to do is to move 
m the present state of economic stagnation and find a way to facili. 
tate the essential growth of the American economy. 

When we talk about the cost of education ‘nd housing and all the 
other costs of growth, people say, well, it is all very fine, but we cannot 
afford it. We can afford.it if we will mobilize the abundance of our 
economy, if we will facilitate the maximum growth that we ar 
capable of achieving. 

ut the great tragedy is that at a time when the Soviet Union is 
moving ahead at a tremndous pace compared to our expansion, we 
have been limping along in the period from 1953 to 1958 with less than 
a 2-percent annual growth in our national economy. What we need is 
an annual growth rate of about 5 percent. 

If we had grown from 1953 through 1958 at our rate of growth 
from 1947 to 1953, we could have had $140 billion more in gross na- 
tional product over that period. 

That is $2,800 per family in America. 

If we had grown at the rate of 5 percent from 1953 through 1958 
we could have had $212 billion more in gross‘national product. __ 

I would like to put in the record, and recommend for your a 
an article by Mr. Edwin L. Dale, of the New York Times, January 
1959. He points out the low growth of our economy and the fact that 
Mr. Krushchev, maybe as part of his propegands, said the Soviet 
Union was going to expand at the rate of 8.6 percent a year. 

(The material referred to follows :) 


[From the New York Times, Jan. 26, 1959] 


ToRTOISE AND HarE—Stow Pace or U.S. Economic GrowTH Sucersts THat 
Soviet May WIN Race 


(By Edwin L. Dale, Jr.) 


WasuineTon, January 28.—Nikita S. Khrushchev predicted yesterday that 
economic growth in the Soviet Union over the next 7 years would come to about 
8.6 percent a year. Judging from recent performance, he may not be far wrong. 
Mr. Khrushchev said this compared with an annual rate of growth in the United 
States of 2 percent. He was being unnecessarily kind. Since the end of the 
Korean war, the annual economic growth of this country—after correcting for 
higher prices—has averaged less than 1.5 percent. ; 

The experts are deeply divided on the two most obvious questions: sif 

Why has the slowdown in growth occurred? 

What ought to be done about it? "3 ‘ 6 

Economic growth is usually measured by the increase in the “real” gross 
national product, or total output of goods and services, after allowing for price 
changes. Growth come about because the labor force grows each year and 
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because, with the aid of machinery, each worker’s “productivity”—his output 
foreach hour worked—also increases each year. 


“NORMAL” RATE AT LEAST 3 PERCENT 


The rate of growth has varied widely during U.S. history, but by almost any 
test the recent experience has been disappointing. There have been periods— 
1947-53 was one—when growth in real terms came to 5 percent a year or more. 
Almost no expert puts “normal,” achievable growth at less than 3 percent a 
year, and many think it should be more. 

Practically everybody favors a high rate of economic growth. It improves 
living standards, It supplies more and more revenue to governments at all 
levels, without raising tax rates, to do the many things that governments now 
must do and in the future will have to do even more. But how do we get it? 

“We” in this case clearly means mainly the general government. 


CAUSE AND CURE DEBATED 


The arguments range over the cause of the recent slowdown and what should be 
done now. 

All sides concede that the main reason for the decline in the average rate 
of growth over the last 6 years has been that this period saw two recessions 
during which the economy went down rather than up. All sides also agree that 
the rate of growth in the long run will depend on the rate of increase in plant 
and equipment (national “capital”), plus the rate of increase in our technical 
skills and inventiveness. 

But after that, the disagreements begin. 

Some say far greater Federal spending is essential to speed up the rate of 
growth. Others say the exact opposite: That the best prescription for growth 
is lower spending and hence lower taxes, which would supply more investment 
capite 1. 

Some think the present situation calls for budget deficits; others believe 
large surpluses are the right medicine. 

Some say high interest rates and “tight money” greatly deter growth and 
are mainly to blame for our recent slowdown. Others say high interest rates 
a. savings and thus help growth, and also help growth by checking 

tion. 
ROLE OF INFLATION ARGUED 


Some say a little inflation is probably the price that must be paid for more 
rapid growth. Others say that toleration of even a “creeping” inflation will 
result in uneven growth, and less growth in the long run, with more frequent 
“busts” or recessions following inflationary booms. 

Some say that growth can best be stimulated by tax relief aimed at encourag- 
ing more investment in plant and equipment. Others say the reverse: That 
the best stimulus would be to cut taxes for low-income groups, thus increasing 
demand and inducing businessmen to expand. 

Some say higher wages are essential to spur the rate of growth. Others, 
with equal conviction, say that greater profits are the key. 

All of these differences are fundamental. The differing viewpoints are held 
wy anise on both sides. And meanwhile growth has practically ground 

a halt. 

This year, to be sure, will see a pickup in the rate. That always happens 
after a slump ends. But the period that has greatly disturbed experts of 
practically all viewpoints is the “prosperous” period of 1956~57. 

Following the typically rapid growth of the postrecession year of 1955, growth 
in 1956 was only 2.4 percent and in 1957 it was 1.1 percent. ‘Why? Until the 
experts—let alone the politicians—come to some agreement on the answer, Mr. 
—, may make good his boast about catching up to the United States 


Mr. Reurnek. Mr. Allen Dulles has made a study of Russian 
ating Based upon the figures he gave to the United States Cham- 

r of Commerce meeting I think, in 1957, we have projected the 
rh of the American economy, which is based reaghty upon a 
4 percent annual rate. 
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You can see what happens. The Soviet line rises sharply and 
crosses the American economy in terms of gross national product not 
too far down the road. 

What we need to understand, I believe, Mr. Chairman, is that the 
difference between what we have done and what we can do is more 
than just a matter of economic progress, high living standards. 

In the world in which we live it is the margin of survival. We 
cannot meet the challenge unless we begin to raise our sights. 

Project a 2-percent rate growth for a 25 year period and contrast 
that with a 5-percent rate growth. Here are the sort of figures 
you get. It is in the dimensions of these kinds of economic facts 
that we have to find the answers to America’s problems. 

A 2-percent rate of growth from the 1957 peak means $740 billion 
in gross national product after 25 years, using 1958 dollars, 

A 5-percent rate would give us, at the end of that 25-year period, 
$1,527 billion, or a gross national product gain over that achieved 
by growth of 2 percent of $787 billion. 

That is where we have to find our new schools. That is where we 
are going to have to find our medical care and security for our older 
people and the defense posture that we need and the economic aid 
program to help the underdeveloped peoples of the world stand up 
against the Soviet Union’s economic penetration and subversion. 

— ” are not realizing that tremendous abundance that is there 
to ; 

We believe that the Federal Government has the authority and 
the responsibility to find a way to get America back to work. The 
private sectors of our economy have their own responsibility, but 
they cannot raise America up by its economic bootstraps. 

The Government must provide the leadership and the will to get 
America back to work. We have listed many things speciioally in 
our prepared text which I don’t have time to list here: the depressed 
area bill, minimum wages, the community facilities bill, aid to edu- 
cation. 

The Russians have that satellite in orbit around the sun because 
they have worked on metallurgy and they have done a much better 
job in that field than we have. 

They are turning out 10 times as many competent metallurgists as 
we are. 

I would like to suggest that we give consideration to creating some 
mechanisms in America by which we can get on top of this whole 

roblem of our developing technology. You cannot expect the blind 
Sane of the marketplace to meet the complex challenge to our society 
in the world of automation and atomic power. 

We also need to work on the pro ive reduction of the workweek. 
This is not.an arbitrary thing. It is a matter that ought to be dic 
tated by the facts of technology, by how much progress we can make 
im satisfying our material needs and giving people a fuller measure of 

eisure, fs if 

This is not an arbitrary thing that we can decide at the bargelniag 
table; that you can decide or the President can decide.- It has 
flow from the economic facts. Morn 

We believe that, Congress has the responsibility to help provide the 
leadership to do the job that needs doing, to get America back to 
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work; to put idle men back to work; to put idle machines back to 
work, so that we can all help create the abundance which is the key 
to overcoming our deficits at home and enabling us to meet our in- 
creasing responsibilities in the world. 

Thank you. 

The Cuarrman. I think that we should terminate the interrogation 
of Mr. Reuther by 11:15, in order to give full opportunity to Mr. 
Fackler and Mr. Robey. 

I suggest, therefore, that we restrict our individual questions to 
Sminutes. I first call on Congressman Patman. 

Representative Parman. Thank you, Mr. Chairman. I will try 
tomake one point if it is possible. 

In allocating the selling cost of an automobile, do you know how 
much the manufacturer usually sets aside for expansion capital ? 

Mr. Reuruer. That varies. In the automotive industry since the 
end of the war, I think Ford and General Motors together have ex- 

anded roughly $5 billion, of which roughly 90 percent was financed 
i American consumers. 

The bulk of postwar expansion was financed out of their price 
structure, out of the pockets of consumers. 

The amount set aside varies. 1955 was the most profitable year in 
General Motors because the volume was up; we had an 8 million car 
year and I think = understand, Congressman Patman, that volume 
is the key to cost because you have your basic cost and your tools and 
your plant equipment; if you can get volume, the cost per car comes 
down very fast as the volume oe up. 

So 1955 was their most profitable year.. General Motors made $214 


billion, or 76 percent profit on their investment before taxes and they 


set their prices before taxes. 

Yet despite those fantastic profits of 76 percent return on their 
investment, they raised the price of their cars. So in that year they 
evidently put aside much more than in the year when the volume was 
Jower and they, therefore, had less to work with. They have put aside 
very sizable funds since the war. 

Representative Parman. Have you made~effort to translate that 
into the amount per car on a percentage basis, or otherwise? 

Mr. Reuruer. It is very difficult to figure that out in any very accu- 
rate way because General Motors; forexample, has such a diversifi- 
cation of production. They make automobiles, trucks, diesel locomo- 
tives, and many other things. It is very difficult. 

When we were before the Kefauver committee we got into this — 
as best we could. There, again, you see, it varies with the volume o 


production. This is a changing kind of economic equation. 

. In our opinion, the automotive industry was one of the offenders 

im administered pricing, where the inflationary pressures, we believe, 

were generated. 

_ Certainly General Motors and the other big corporations in our 

industry have to assume a share of responsibility in that regard. 
Representative Parman, I believe you ¢an state, thongs Mr. Reu- 

ther, that definitely a certain amount is decided upon and is,allocated 

for expansion capital, an effort is made to allocate so much on.some 

sort of basis for expansion capital ? 
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Mr. Reuter. I cannot give you a specific figure on that. . As J 
say, it varies, based upon their volume. In some years it would be 
$100 per car; in very prosperous years it would be considerably more 
than a hundred. 

Representative Parman. The point I am trying to bring out is that 
it occurs to me that is wrong for this reason: That in selling an. auto- 
mobile and charging the customer $100 extra, or $500 extra and then 
using that extra money for expansion capital, the customer is not 
treated fairly because he should have been given that car at that 
reduced price and then permitted to make that investment, hi 
of $100 or $500 in the company and get the returns on it instead 'o 
the existing stockholders. ~ 

Do you see any evil in that procedure the way the automobile com- 
panies handle it by getting this capital from the consumers? 

Mr. Revutuer. I think it is improper. I think they ought to sell 
their car to the consumer without setting aside the money .n 
for self-financing. Then the consumer could accumulate the money he 
saved by a lower price. And if they could entice him to invest. that 
money in General Motors, that would be the proper way to get the 
money. 

By putting the cost of expansion into the price, the consumer is 
being compelled to pay the cost of expansion, but he does not wind 
up owning the company. . 

The Coamman. Congressman Kilburn. 

Representative Kipourn..Mr. Reuther, we are all for the same 
objective that you state in your statement. What I do not quite under- 
stand is that you said in effect in your statement that the old-fashioned 
inflation does not affect us any more; something to that effect. 

Of course, a great many countries in the world have had. inflation 
very much worse than ours. Our dollar has gone down about 50 
percent in the last 25 or 30 years and if our dollar goes down in value 
any more the Soviets certainly will be on top. 

We have to keep a sound economy in my judgment in order to fight 
the cold war the way we want to. Anything that tends to depreciate 
the dollar is helping the Soviets. oe 

It seems to me we have to arrange our economy so that that does not 
happen. If we simply go out and spend more without being able to 
oil tile goods, I think that will hap Do you? he 

Mr. Revutuer. To begin with, I think we could all agree that at the 
end of the war, during the postwar period, we had classical inflation 
because of this tremendous reservoir of demand and purchasing power 
that built up. There we had classical inflation and we should have 
dealt with it as such. 

We don’t have it now because during the recent recession we had a 
situation where we had prices going up even though production was 
coming down. This~is completely contrary to all the rules: of 
economics. | | 

Prices have been going up in the steel industry even though at one 
time they were using only 47 percent of their capacity, at the low point 
of recession. 

The auto industry was using only 45 percent. of its ‘capacity.’ Yet 
they kept raising prices. . 
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The way really to meet the problem of inflation, we believe, is to 
begin to find a mechanism to make private economic decisions publicly 
responsible and get the economy back in high gear, because the onl 
a way to offset the threat of inflation is to provide for the fu 
utilization of your productive capacity, both machinery and 
manpower. 

As I said before, do you think. an unemployed worker is making 
a contribution toward fighting inflation ? 

Representative Kirpurn. If you cannot sell your goods, that is the 
basic problem. 

Mr. RevTuer. Why can’t you sell them? 

Representative Kinpurn. They make them too big for one thing. 

Mr. Reuruer. You are talking about automobiles. I would agree 
we should have made a small car years ago. There are millions of 
families that need many consumer goods, 

Representative Kitsurn. The problem, it seems to me, that we have 
to face, is that if people lose their confidence in the dollar, not only 
in this country, but all over the world, we are in bad shape. Anything 
we do to make them lose that confidence is bad. ; 

Mr. Reuruer. I haven’t talked to a single unemployed worker in 
Detroit who says his problem is loss of confidence. Reavons tells me 
his problem is loss of his job. 

Representative Kitpurn. Of course, you try to meet the problem of 
en ee in the dollar in order to help that employed 
man get a job. 

Mr. Revruer. I think the Federal Government under the Employ- 
ment Act of 1946, has the responsibility for providing affirmative and 
bold leadership to find a way to supplement the private sectors of 
our economy in order to get America back to work. 

If you don’t do that then you are failing to implement the pro- 
visions and responsibilities in that act. 

Representative Kitsurn. If we have a deficit do you believe in 
raising taxes ? 

Mr. Reutuer. Don’t you see the size of your deficit is relative to 
your production? We lost nearly $50 billion last year because of un- 
employment, underutilization. if we had created that $50 billion 
we could not only have cut the deficit, we could have made a con- 
tribution toward reducing the overall debt. 

It is the loss of the $50 billion that is the source of our problem. 

Representative Kitsurn. They would have had the production, of 
course, if they could have sold it. 

Mr. Reoruer. This gets back to this chart—— 

Representative Kitsurn. Iam sorry, but my time is up. 

Mr, Reuruer. I will take a minute of somebody else’s time. You 
say the people didn’t buy the goods. Why didn’t they buy them? 
It is because the people who had more then they needed got more 
than their share and the people who needed more were denied their 
fair share. The consumers and workers of America have been short- 
changed in the very period when they are being blamed for inflation. 

You explain this chart to any G.M. worker and make him believe 
that he has caused the inflation. 

The Cuarrman. Congressman Bolling. 


36379—59——38 
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Representative Botirne. I so largely agree with what Mr. Reuther 
said that I want to pass. 

The Cuarrman. Senator Sparkman. 

Senator Sparkman. I unfortunately was late and did not read the 
whole statement. I will pass. 

The Cuarrman. Mr. Widnall. 

Representative WipNALL. Mr. Reuther, this is the second time TI haye 
heard you testify and I have to admit it always sounds like the 
Sermon on the Mount. 

I wish sometimes in the broadcasts sponsored by AFL-CIO there 
was a little bit more of that spirit because I find that they are some- 
times, in my opinion, viciously calculated to stir up envy and hatred 
in America where I feel there is no place for it. 

I think the spirit that you speak about in your address before the 
committee, the one that we should have in this country, the one that 
you say you would like to see, between management, labor, and the 
consumer, is not helped by some of the political action of your own 
AFL-CIO. 

Now, do I understand by your constant reference to the Russian 
economy as against the American economy that you are advocating 
the same type of austerity they are practicing over there in order to 
get this done? 

Mr. Reutuer. It is quite obvious that I am not proposing we do 
anything like the Soviet Union. Since we have all the resources we 
need, the technology, the plant capacity, we have the ability to grow 
at a faster rate than we have actually been growing. I am merely 
proposing that we act as a sensible, rational society of free men, mo- 
tivated by the common objectives we all share, and find a way to 
achieve this greater growth. 

Now, the Soviet Union gets it at a tremendous cost, but we can get 
it with 5 percent growth. 

There is no question about it: The Rockefeller committee—and I 
don’t think Mr. Rockefeller can be accused of waging the class strug- 
gle or proposing to do what the Russians are doing—the Rockefeller 
report talks about 5 percent. Ly 

hey use a different base of projecting the figures of growth com- 
pared to the Soviet Union than I have used, but they come out essen- 
tially the way I have come out. 

All they say, and all I am trying to say is that we have the re- 
“sources, we have the know-how, we have the manpower, we have 
everything; all we need is the will and the sense of urgency to com- 
mit these resources to the kind of realistic economic program that 
will get America back to work. In the long pull you can solve an 
economic problem not with propaganda, but only by rational eco- 
nomic action and hard work. 

That is what we are proposing to do. Not a worker unemployed in 
America, not one in a million, wants welfare. What he wants is the 
opportunity to earn a livelihood for his ronal. 

epresentative Wipnatt. I do not think there is any dispute about 
tnat. Sometimes people seem. to feei this is a dispute about that. 
But theré is an honest difference of opinion as to how you obtain that 
with the best result to everybody, including the retired people, the 
pensioned people, and others who are very much within our economy. 
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When you compare percentages of growth, in Russia, for instance, 
don’t they have a much higher potential ant aitifan in the sale of au- 
tomobiles than here in the United States? Have we not the ability to 
produce right now in the automobile industry for every person who 
wants an automobile in this country, while in Russia you have unlim- 
ited potential consumer impact on the market, and if their production 
goes up from 1,000 a year to 2,000 a year they have increased their 
automobile production 100 percent while ours may have gone down a 
percentage point? 

Mr. Reutuer. Yes, sir; but this question of the growth in our 
economy is much more fundamental than how many automobiles we 
make. It deals with the whole question of steel, petroleum, basic re- 
sources, development, and so forth. 

I am not prepared to sell America short by saying we have every- 
thing we need and therefore we don’t need this great effort. We need 
this great effort. We need it desperately. We cannot permit the So- 
viet Union to expand at 7 or 8 percent a year while the American 
economy limps along at 2 percent. Ultimately, we are going to be un- 
equal to this challenge. 

Representative Wipnatu. Mr. Reuther, you made specific recom- 
mendations with respect to Federal tax revenues to repeal certain laws, 
and require withholding of taxes on payments of dividend and interest. 

You also say, a excessive depletion allowances such as those 


on oil and gas and remove such tax privileges from many of the metals 
and minerals now covered. 

As a realist, Mr. Reuther, how much Government expenditure do 
you think we dare make on the prospect that this depletion provision 


will actually be changed ? 

Mr. Revurner. Economists estimate the increased revenue that would 
flow from the implementation of our recommendation to be about a 
billion dollars. We think that there are loopholes in the Federal reve- 
nue bill that could be tightened up, that would yield considerable in- 
creased revenue to the Federal Goverriment and we believe that the tax 
Sera would be more equitable after these things will have been 

one. 

Representative Wipnatt. As to point 4, you say : “Tighten the capi- 
tal gains structure by lengthening the holding period for long-range 
gain and increasing the current 25-percent tax rate.” You previously 
referred to the inflated stock market today; is that not largely due 
to the reluctance of people to sell and pay the high taxes they now 
have to pay on capital gains? And if you increase the length of the 
holding period and increase the percentage of tax, you will have 
people buying stock and holding it. 

So things automatically go up. If anybody wants to buy stock in 
the future, they run into owners who cannot afford to sell. 

Mr. Revruer. We don’t agree with that point of view. We don’t 
think this is where the impact of stock market prices occurs. 

Representative Wmnau. That is all. 

The Cuarrman. Congressman Reuss. 

Representative Reuss. The President’s Economic Report includes 
a'chart showing that about 25 percent of our industrial capacity is 


unused. The report also states that unemployment is on the. order 
of 6 percent of the work force. 
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If by reason of a more purposeful program the unemployment rate 
were halved, let us say, have you any estimate of the arian a 
unused manufacturing productive capacity which would be absorbed? 

Mr. Revutruer. I think a reduction from the current level of a little 
more than 6 percent down to 3 percent would get some of the idle 
capacity back into operation obviously, but just getting idle capacity 
back to work will not solve the job problem because you have this 
continuous pressure of technological advances, 

I think at the present we are not even epee for displacement, 
let alone beginning to take care of the growth in our labor force. 

Representative Reuss. Thank you. 

The Cuarmman. Thank you, Mr. Reuther. 

Mr. Reutruer. Thank you, Mr. Chairman. 

The Cuamman. The next witness is Mr. Walter Fackler of the 
department of economic research of the Chamber of Commerce of 
the United States, 


STATEMENT OF WALTER D. FACKLER, ASSISTANT DIRECTOR OF 
ECONOMIC RESEARCH, CHAMBER OF COMMERCE OF THE UNITED 
STATES 


Mr. Facxuer. Mr. Chairman, I am Walter D. Fackler, assistant 
director of economic research of the Chamber of Commerce of the 
United States. 

I feel flattered by such a large turnout of the committee this morn- 
ing, and such a large gallery. I have not been so blessed before in my 
previous appearances. 

Mr. Chairman, I am here at the invitation of the committee, repre- 
senting the national chamber, to discuss the Economic Report of the 
President and issues relating thereto. 

Like its predecessors, the 1959 Economic Report can be both praised 
and criticized. It contains much helpful analysis, most interesting, 
factual information, and a very useful collection of statistical data, 
but it also has shortcomings which detract from its usefulness. 

Like those of previous years, this report is cluttered and encumbered 
by a lot of discussion of sociological problems and many recommenda- 
tions of a welfare nature, which, however important in themselves, 
are related only indirectly to the central problems of economic stability 
and growth. Thisis unfortunate for two reasons: 

1. It obscures the main issues of general stabilization policies and 
diverts discussion to subsidiary issues which should be handled on their 
individual merits in-other legislative forums; and 

2. By injecting all sorts of subsidiary and often controversial issues 
into the debate, it arouses apprehensions, creates unnecessary divisive 
argumentation and widens disagreements on basic policies where we 
should be seeking greater understanding and unanimity. 

Let it be clearly understood that we are not singling out this par- 
ticular report for special criticism; we are merely reiterating objec- 
tions made in previous years and making another plea for more direct- 
ness and more relevance. 

We badly need, it seems to me, to get more ment and unanimity 
on the fundamental problems of economic ilization ; and we could 
do this, I think, if discussions were not complicated by so many side 
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issues which, in the nature of the case, are bound to be controversial. 

The President quite rightly continues to stress the long-run infla- 
tionary problem. We may agree or disagree about the gravity of 
the immediate inflationary prospects; perhaps, they have been some- 
what exaggerated. But few deny that we face an uncomfortable long- 
run problem of “creeping” or ratchet or secular inflation which we 
will have to learn to control or learn to live with. As a Nation we 
seem to be dismayed at either prospect. We seem to be irked by 
social discipline necessary to control inflation; yet, we are distressed 
by what chronic inflation would do to our economic system. 

We do not attempt here to analyze the nature of the complex causes 
of inflation, or to assess the relative strengths of various inflationary 
biases at work in our economy. But we would like to commend the 
President’s report for its explicit re ition that Government policies 
are fundamentally responsible for inflation, if it persists—appeals for 
voluntary private restraint notwithstanding. 

The Government is responsible, under the Constitution, for mone- 
tary management. Government spending, taxing, and debt policies 
have an enormous influence on prices and production. The price 
rigidities pushed into the system by Government regulations, sub- 
sidies, protection, and price fixing, taken in the aggregate, enoaeet 
constitute, by far, the greatest inflationary bias we have. Monopoly 
power in product and labor markets is a fee concern of public 
policy, but largely for reasons other than inflation. As a possible 
source of inflationary eee private market power pales into in- 
significance alongside the inflationary engine that is Government. 

he administration is to be commended for the establishment of a 


Cabinet Committee on Price Stability for Economic Growth to study 

and review the general problem of prices and growth. But more im- 

portant, it should be commended for setting up a Committee on Gov- 

ernment Activities Affecting Prices and to scrutinize relevant 

Federal programs, such as eee construction, iling, 
etc., 


subsidies, price supports, or their inflationary potential. Surely, 
the Congress shot follow this example. 

It does not seem sensible for the Congress vigorously to pursue 
inflationary “scapegoats” in the private sector of the economy when, 
through a host of programs and activities, it continues to tolerate, 
create, and justify many of the most serious inflationary pressures 
we confront. 

The Joint Economic Committee has a clear responsibility to point 
out this inconsistency to the Congress and to try to induce the Con- 
gress to take a more comprehensive and understanding view of the 
governmental role and responsibilities in these matters. 

We strongly support the President’s recommendation that the Em- 
ployment Act of 1946 be amended to include reasonable stability of 
the general price level as an explicit goal of public policy. If preser- 
vation of purchasing power of the monetary unit is not made a coor- 
dinate goal with maximum employment, at least it should be made 
a constraining oa, to condition the means by which the primary 
employment goal is pursued. 

. Of course, amending the Employment Act would not, in itself, curb 
inflation. It would have to be implemented by consistency and ra- 
tionality in other governmental policies. 
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Some people will say such an amendment is unnecessary or that it 
would have to be so vague as to be meaningless, or that it would stress 
price level stability at the expense of maximum employment. These 
objections are, by and large, specious. 

There is much to be said for stating our basic goals of economic 
policy explicitly. If there are conflicts (and some conflicts and com- 
promises,are inevitable), they should be openly faced and the alterna 
tives honestly posed. As to vagueness, this charge is equally true of 
other policy goals. And necessarily so. 

We cannot define “full employment” precisely. Indeed, we must 
expect “normal” unemployment to vary from one time period to an- 
other and from one set of economic circumstances to another. As for 
subordinating employment goals to price level stability goals, this is 
simply a matter of policy implementation—not of the goals them- 
selves. If pursuit of one objective unduly jeopardizes the attainment 
of others, we should blame the Con and the administration, and 
net reject a positive affirmation of principles which we profess to 

lieve. 

On one aspect of anti-inflationary policy, we disagree with the Pres- 
ident. Perhaps exhortations to consumers, businessmen, and labor 
leaders to exercise restraint in buying, pricing, and bargaining have 
some Pablic relations value. Moral suasion should not be dismissed 
out of hand. But the implications of such injunctions are somewhat 
disturbing. In essence, they say to the businessman and labor leader— 
do not behave as competent businessmen and union officials; do not 
respond to the normal and legitimate economic incentives ; do not man- 
age your affairs efficiently. 

To tell consumers to shop wisely is good advice, but it is not likely 
to be an effective anti-inflationary policy measure. 

Our system depends on people, individually and through organized 
effort, pursuing self-interest in economic affairs, It depends on com- 
petition as the major and ultimate agency of social control to harness 
self-interest to the public good. To admonish self-restraint presu 
poses that business and labor organizations have sufficient economic 
power to generate autonomous inflationary pressures. This has not 
been proven to the satisfaction of most economists, Mr. Reuther not- 
withstanding. 

But if this power does exist, then the report should have attempted 
to establish the case by careful analysis of the relevant evidence, then 
proposed. policy measures appropriate for dealing with the problem. 
Surely vigorous enforcement/of competition would be a wiser polly 
than to call for voluntary private restraint or to threaten possib. 
imposition of price and wage controls. Direct. controls would be 
uneconomic and probably ineffective. Moreover, they would change 
the fundamental character of the economic system. ; 

The “Economic Report” rightly stresses economic growth as a desir- 
able and necessary goal. While we do not agree with some of the 
specific recommendations of the report, supposedly. designed to pro- 
mote economic growth, the basic orientation is sound. 

There is much wringing of hands these days about our growth rates 
vis-a-vis the rates of economic growth of the Soviet bloc. The Soviet 
challenge is a serious matter, as this committee knows, and it should 
not be taken lightly. The challenge is more than political and mili- 
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tary; it is also ideological—a challenge of freedom as well as growth. 
Can an economic system which allocates its resources in response to 
free consumer choice, free occupational choice, and free investment. 
decisions, which relies primarily on voluntary savings and private ini- 
tiative and incentives for its direction and rate of growth—can such 
a system survive the threat of the growing economic power of an 
authoritarian system, a planned economy where little individual free- 
dom exists, politically or economically? At the same time, can we, 
through democratic processes, provide collectively the public invest- 
ments and public goods necessary to maintain adequate defenses and 
to meet most urgent free social needs without destroying the character 
and viability of the system being challenged ? 

In short, do we want growth dictated and directed by Government, 
as in Russia, or growth which steps from the creative energies and 
thrift of a free people? 

Much of the talk of growth and productivity these days is irrespon- 
sible, however sincerely intended. First, comparisons of growth rates 
of the United States with those of Soviet Russia too often degenerate 
into an infantile numbers game. Changes in output per man-hour 
or gross national product do not adequately measure growth in produc- 
tive capacities—especially, when we do not take mto account such 
things as labor force propensities, working hours, relative factor en- 
dowments, and the composition of the output being increased in the 
different systems. Nor is it admissible to compare directly rates of 
growth and acceleration of rates of two economies in different stages 
of historical development at any given point in time. 

What does it mean, for example, to say that Soviet agricultural 


output is increasing rapidly, when we are trying to reduce ours? 
What does it mean to say that Soviet steel capacity 1s increasing more 
rapidly than ours, when our expansion is taking other forms? Yet, 
it is not unusual to see in public statements frightening extrapolations 
of Sino-Soviet growth based on accelerating rates of change, or the 
rapid expansion of ore lines of production. 

t 


econd, many of the prescriptions for improving our own growth 
performance are naive or seem designed to inhibit growth. We are 
told, for example, that growth is largely a matter of “budgeting up” 
to potentials, that we need to maintain very low interest rates by 
substantial inflation of the money supply, or that we need more 
Government controls to force savings and channel investment “wisely.” 

Indeed, “growth” has become a popular catchword used to justify 
any scheme of Government spending, any degree of fiscal and mone- 
tary looseness, and, many kinds of governmental intervention into 
private economic affairs, On grounds of growth, paradoxically, 
many people suggest that we should subsidize declining industries, 
insulate producers, workers, or regions from economic change, reduce 
mobility of labor and capital, and divert resources of low produc- 
tivity investments away from those which would yield higher real 
returns to society. 

Economic growth is a process which involves the shifts of resources 
from one use to another. It also brings about many revaluations of 
different kinds of resources. Not all sectors of the economy can, or 
should expand evenly ; nor can we expect beecwaiane improvements 
to be the same in all lines of production. Substantial changes in the 
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composition of consumer demand and output are bound to take place, 
as the economic history of this country amply demonstrates. Certain 
future changes can be predicted with some degree of confidenée; 
others cannot. But on the basis of past experience, we can predict 
that growth will often conflict with the security or opportunities of 
particular groups within the economy. And we can predict that as 
economic change takes place, a host of public measures will be advo: 
cated to stimulate “lagging” sectors, to block the necessary shifts of 
resources, and to prevent the market from revaluing resources) to 
reflect relative scarcities. 

Of the thousands of bills already introduced in this session: of 
Congress, it is probably safe to estimate that over 50 percent of them 
have growth retarding features. In its report, the Joint Economic 
Committee could perform no more useful service than to analyze the 
significance of the Government’s true posture toward economic growth 
and change. 

All this is not to say that certain public investments, Federal, State, 
and local, in public works, education and research are not important 
elements of balanced economic growth. Nor do we condone ‘using 
“inflation” as a club to beat down necessary public programs: or 
sustainable private investment. Nor do we minimize, for a mom 
the threats and dangers posed by the rapid economic development 0 
Soviet Russia. 

What we do say is that as a Nation we are behaving in an unreal- 
istic and inconsistent manner. While growth is acclaimed as:an 
urgent necessity, there is a reluctance to accept growth or do the 
things on which it depends. 

Growth within a context of economic freedom cannot be simply 
dictated by Government, as some would have us believe. If, in our 
anxiety, we adopt the Russian devices of direction, planning and 
control, Khrushchev would, in fact, win his challenge hands Sout 

If we are really serious about growth, as we should be, we should 
consider, as carefully and objectively as partisanship will — 
the question of what the proper role of Government should be in 
promoting growth. What should the Government do? And not do! 

The basic function of Government in promoting is twofold: 

(1) To provide and maintain an economic climate conducive to 
growth—a climate in which private initiative, innovation and cre 
ativity would flourish; and th 
_ (2) To provide complementary public services desired by the public 
which Government can best provide. 

In addition to reviewing and eliminating many growth retarding 
Government activities, probably the biggest step toward a 
sound growth climate would be to overhaul our tax structures. ‘T 
present Federal tax system is punitive and wasteful. It discriminates 
against initiative and risk, and it impedes the mobility of venture 
capital. It helps to destroy State and local fiscal capacities. tal 

But we put off each succeeding year tax reform because of the 
pressing revenue requirements. We can never start tax reform, unless 
we start. In addition, we bicker endlessly over the distribution of tax 
burdens, which are now distributed capriciously and arbitrarily. Asa 
result, any attempt to evaluate our tax system objectively or “ration 
alize” it meets anguished outcries of those who want special treatment 
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or who make a profession of deluding large masses of people into 
believing that they can have something for nothing. 

Our democracy in action has hardly had a distinguished record on 
this score. Our political helplessness would be amusing if it were not 
appalling. 

f f we went growth and, at the same time, want to preserve a Federal 
system of National, State and local governmental units which is or 
should be responsive to a diversity of needs and preferences, we must 
vigorously and courageously pursue new approaches to the problems 
of intergovernmental] fiscal relations. We must.preserve scope for 
local initiative and fiscal capacity at the local level for meeting public 
wants’and dealing with community problems which do not require 
a standard national product or a standard national solution. 

Our present specific grant-in-aid approach is horribly wasteful 
and appears admirably designed to frustrate the will of the electorate. 
In spite of the administration’s attempts to release both functions and 
revenues from the hands of central government, the tide runs ‘too 
strongly in the other direction. Yet, for economic growth, we badly 
need vigorous State and local efforts to provide vital educational and 
community facilities and to cope with essentially local problems. 
Here is a great challenge to imaginative thinking and statesmanship. 

Discussion of our growth prospect and problems would be peouals 
deficient without some mention of financing. The “Economic Report 
should analyze in more detail the general financial outlook for the 
year ahead and should discuss much more thoroughly the fiscal and 
monetary arrangements necessary to meet private and public financial] 
needs in a growing economy. 

Obviously, the details and timing of specific pe cnonne 4 and debt 
policies cannot be predicted, decided or published in advance; but 
the general rules of the e should be made known, including im- 
plications of the proposed budget for monetary policy and debt man- 

t. 


agemen 

A forthright, consistent integrated statement of financial problems 
and plans would do much to eliminate unwarranted criticisms of 
monetary policy and enable both public:and private agencies to plan 
their financial operations with more confidence and efficiency. 

It is of crucial importance for the public, the Congress and all gov- - 
ernmental officials to realize that voluntary savings are the main 
source of funds available for net capital formation. If the Govern- 
ment cannot cover expenditures by tax receipts, it must borrow volun- 
tary savings or ask the banking system to monetize new debt instru- 
ments—in essence, to print money. 

If the Government borrows voluntary savings from the -capital 
market, it must pay market rates of interest and com directly 
with private investment for the use of funds available. Creating 
new money by having the central and commercial banks monetize 
deficits may be highly inflationary. : 

It is certain to be, if the total monetization of both private and 
public debt increases the money supply faster than reasonable growth 
oo justify. . « 

_ There is no such thing as an “uncovered” deficit in periods of rela- 
tively high employment. If Government deficits are financed at arti- 
ficially low interest rates by excessive monetary expansion, we tax by 
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unflation. In which case, the low interest rates are,essentially-fraudu- 
lent. 

The control bank can influence both monetary and real. rates of 
interest, but it cannot determine the real rates. The real rate depends 
on willingness of the public to save and pay taxes in relation to the 
demands of Government and investors for real resources. 

Furthermore, the Congress should realize that attempts to circum- 
vent reality by low-rate loans, guarantees, and direct public: invest- 
ments, often enh resources from other public and private invest- 
ments which would, presumably, yield to society a higher real rate of 
return. Such programs are often antithetical to economic progr 

The President has submitted a balanced budget. This is eae 
nomic sense. If we cannot balance our budget in a.period of risi 
prosperity, we might as well just stop talking about adapting 
policy to stabilization requirements. 

A balanced budget for the fiscal year 1960 (though the balanee is 
precarious) shoul be strongly supported by all thos people both 
in and out of Congress who last year were advocating compensatory 
Government spending as an antirecession measure. 

One of the serious deterrents to develop in a rational approach: to 
fiscal measures for economic stability is the inconsistency of those who 
ery the loudest for Government action to combat a cyclical down- 
swing, but are curiously opposed to applying precisely the same prin- 
ciples during the upswing. 

(Let me say parenthetically that, I know from very bitter personal 
experience that this double standard is a major problem in educating 
businessmen and others about the fiscal necessities of economic stabil- 
ity. They simply say we don’t believe it. . Fiscal measureswon’t be 
consistently carried out; they will be a one-way street to ever-ex- 
pastes Government expenditures. This is the stumbling block we 

it time after time.) ‘er 

The Joint Economic Committee could enlarge public understanding 
and public support for reasonable and rational stabilization. proce- 
dures by insisting on fiscal integrity in these matters, 

The lack of adequate budget’ procedures and controls continues to 
be a major stumblingblock both to true Government economy and ra- 
tional fiscal policy. Congress seems unable or unwilling to establish 
priorities and ceilings or to view the budget as a whole. 

In the public sector of the economy, the budget is, in a sense, amar- 
ketplace where costs should be balanced against benefits and where less 
essential activities should give way to those which are more essential.’ 

Under current budgetary and fiscal procedures, there is no overall 
consideration given to the budget by Congress. e expenditure pie 
gram is considered in a series of 12 to.15 separate appropriation bills 
which are dealt with and passed upon at different times. None of the 
spending bills or any spending program is considered, in relation to 
the amount of estimated revenues or to the debt: implications, i 

The entire gamut. of bu ry actions—authorizations, appropria- 


tions, revenue bills—taken by Co is conducted in a fragmented 
fashion by different committees at different times. ry 
The national chamber has recommended that Co provide itself 


with a center of financial management in which all: we artes and fis- 
cal activities could be considered as a whole and in relation to each 
other. 
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- In addition, there is, in the Congress}-no adequate policing of so- 
called public debt transactions by which Congress authorizes outlays 
of public funds to be borrowed by oe or private agencies from 
the Treasury—additional funds which the Treasury does not have and 
must, in turn, borrow or draw from the general fund. To authorize 
disbursements, in the form of Treasury “loans” or “advances” without 
appropriation and without making any effort to provide such funds 
by taxing or adding to the Treasury’s borrowing authority is virulent 
fiscal irresponsibility, however good the purpose or noble the motiva- 
tions for such actions. 

The national chamber recommends that these back-door expendi- 
tures be brought under proper appropriation and budgetary controls. 

It has long been noted that without adequate budgetary evaluation 
and control, national fiscal policy for purposes of achieving greater 
economic stability is impossible. The Joint Economic Committee has 
naturally evinced a great deal of interest in this problem in the past. 
Because of its special responsibilities, the committee has a great stake 
in pushing for budget reform. 

would like to emphasize this point. Until we have adequate 
budgetary procedure in Congress, how can we adapt fiscal policy to 
stabilization needs? How can this committee discharge its responsi- 
bility in these matters? I don’t know. I would hate to think that 
these exercises were a waste of timeand energy. : 

Part of the budget problem in the year ahead is really a. problem 
of debt management. The Treasury faces enormous funding diffi- 
culties in handling the existing debt. As debt gets shorter and 
shorter, more of it must be continuously refinanced. But the market 
for Government bonds is thin and almost nonexistent. 

Even if the market were strong, no really substantial amount of 
short-term debt could be converted to long-term debt because of the 
sheer size of the floating debt and private demands for loan funds. 
To attempt a substantial funding would compete with private bor- 
rowing and drive interest rates higher than Congress would be willing 
to preter than statutory rate limits. 

hat the Treasury wants to avoid trying to raise new money to 
cover new deficits is a sensible and junderstandable position. The 
Con » which is largely responsible for the Treasury’s position, 
should give constructive support to the administration in its efforts 
to maintain a position of financial integrity: 

As private spending grows, the debt problem will become more 
acute. It is quite likely we may have some inflationary refinancing 
éven without any new deficits. If the Congress does not exercise 
oe restraint, it cannot avoid responsibility for the consequences. 

t will make a mockery of the statement we so often hear that “We 
can afford what we need.” 

This statement is undeniably true, but it becomes meaningless 
unless the costs and alternatives are evaluated in a rational manner, 
unless a realistic system of priorities is rigorously established, and 
unless tax revenues are provided to carry out the spending plans. 

The Cuarrman. I think we have about 10 minutes for examination 
of Mr. Fackler. 

Mr. Bolling. 
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Representative Bottine. Mr. Fackler, in your statement you men- 
tioned the many rigidities that the Government, the Congress, has 
put in the economy. Would you mind mentioning a few besides the 
very obvious ones, certain kinds of credit, certain subsidy programs 
which have been much discussed, the farm program ¢ - 

Mr. Facsrzr. The farm program is, of course, very large. Mining 
programs are another. All kinds of et when industries 
are hurt by import competition is certainly another. It seems now 
that anyone -hurt by import competition is defense essential and 
therefore entitled to support. baxtod 

This is a political problem. Almost anyone, if he looks around, can 
see myriad examples. All I can say, Mr. Bolling, is look to your own 
district, and this is not meant in @ critical way. I don’t know what 
your particular problems are, and I am sympathetic with the problems 
each of you must face in your own district, but when constituents 
are hurt by competition or by economic growth or by economic 
change, there will be tremendous pressures built up here in Washing- 
ton, as you are very much aware. 

Representative Bortrne. I am very well aware of that. 

My own particular problem has to do with water resources, but I 
am interested in getting a listing in the record of some of the many 
subsidies that are so seldom mentioned. 

Mr. Facxuer. I would be pleased to submit a list for the record 
rather than to give an offhand answer. To rely on my memory might 
be unfair. I am sure quite a catalog could be compiled. 

Representative Bottine. This is intervention by government at the 
request of a very substantial = of the community. I would 
guess it would turn out to be all the community if you examined it 
carefully, business, labor, financial, each in their own particular in- 
terest. 

This is management of the economy upward. Now, my point isan 
obvious one. lf this is bad, and I suspect it may be, then is there 
anything different in kind from an ne by government to have 
its left hand working against its right hand 

This has something to do with inflation as I think you pointed out. 
Is there a difference in kind? Would it be more improper for gov- 
ernment perhaps to indulge in extremes that were used in World 
War I of allocations and controls? 

Mr. Fackuer. It seems to me-there is a good deal of difference in 
degree. In some cases there is a fundamental difference in kind, I 
am not saying that all subsidies are bad. There may be a perfectly 
good public purpose jn a certain kind of subsidy where we grant, the 
subsidy with our eyes wide open, knowing full well it is going to cost 
us, in spite of its being costly, we go ahead and do it for a particular 
social purpose. 

I am not saying that all subsidies, per se, are bad; but I do say that 
the Government has created a tremendous number of price rigidities 
by subsidies and regulations where costs have not been properly talen 
into account. 

We don’t want prices to fall because people get hurt, so we favor 
those affected by various devices. You say this is a form of price 
control. It is, certainly. But it is not direct and systematic; so 
there is a big difference, it seems to me. 
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A systematic kind of government control where prices are fixed, 
where wages are controlled, both up and down, is, in many ways, quite 
a different matter. | 

Again, I am not saying these other indirect controls are necessarily 
good, either. There are a lot of them that we should get out of the 

stem. 

Re resentative Bottrne. The thing that bothers me is that I don’t 
gee the difference in the type of intervention. It seems to me it 
remains an intervention which impairs the operation of the theoreti- 
cally free economy. I cannot find this profoundly different than the 
other kind of intervention. 

Mr. Facxier. Yes; I think on this score you are wrong, sir, There 
is quite a difference in kind. It is one thing to say that every gov- 
ernmental program has some economic effects. They all change the 
distribution of the allocation of resources and the distribution of 
income. 

But people are still free to make their own economic decisions. 
When you take the economic decision-making power away from the 
people, you have another kind of a situation—an arbitrary exercise 
of police power. ° 

Representative Botzine. I would disagree on the simple question 
of tariffs. It seems very clear to me that the imposition of a tariff 
deprives the person who might be competing with the industry that 
is hurt. 

Mr. Facxter. It may pick your pocket, but it is not nearly as per- 
nicious as a quota or an embargo where you are not allowed to import 
or buy at any price. 

Representative Botirna. It seems to me it takes away the economic 
freedom of the person who is not benefited by the tariff imposition. 
It destroys his position entirely. It seems to me it is just as unfair. 

Mr. Facxuzr. I did not'say it was fair. Of course, it is unfair. 

Representative BoL1ine. That is all, Mr. Chairman, 

The Coamman. Senator Sparkman. 

Senator Sparkman. Mr. Chairman, I am going to have to leave 
very shortly. I hope that either Mr. Fackler or Mr. Robey will give 
their interpretation of this chart that Mr. Reuther has. This is a 
rather impressive chart, coupled with Mr. Reuther’s statement, and 
I would like to know what the answers to it are, if there is an answer. 

Do you care to comment on it, very briefly, Mr. Fackler? 

Mr. Facxuzr. I don’t understand it. I don’t know what his figures 
eta I don’t know whether they are correct. All I see are two 

ines. 

I would have to try to figure out what is involved and to look at the 
data behind the chart before I could evaluate it. Offhand, I don’t 
think it is a very meaningful chart, but I prefer not to comment on 
it. It appears to be one of those striking things similar to the kind 
used in the steel hearings last year where profits per man-hour of 
labor input had gone up 1,200 percent, or some such figures, while 
wy per man-hour had only doubled. 

f course, it may be true, but it is irrelevant to inflationary or other 


economic issues. Take a case where productivity is increasing, where 
fewer man-hours are required to produce a given output. Take an 
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extreme case where: you:have-instaMed almost complete ‘automation... 
Suppose only 1 man-hour were required to operate a whole vast enter- 

prise by pushing a button. The profits per man-hour would be fan- 

tastic, you see. Yet profits still might be low, normal, or high as q 

rate of return on investment. So of what relevance is such hocus- 

pocus to the price-wage problem? | 

I really should not prejudge Mr. Reuther’s chart; but, frankly, I 
suspect it is a gimmick—the same kind of gimmick that has been used 
in these arguments so many times. 

The chart is probably another kind of numbers game. It looks 
impressive; and you can hang a lot of oratory ‘on it; but it is likely 
to confuse rather than enlighten. 

Really, I would prefer to go back into his data and methods before 
I comment specifically. 

Senator Sparkman. Mr. Fackler, you do not touch on this in your 
statement, but I have often wondered if actually we do not need 
better system of bookkeeping in our Federal establishments. 

Mr. Fackter. You mean statistics? 

Senator Sparkman. No; the method of bookkeeping in separating 
what might be called capital investments from expenditures as far as 
our budget is concerned. 

Mr. Facxuer. You are taking a very sensible kind of position. But 
there are arguments pro and con, Senator. 

The point you are making is that the budget is misleading because 
it does not separate out what are current operating expenses from 
what really are social investments. In the long run social investments 
are going to increase, presumably, productivity and output in the 
future; in other words, they will yield a future flow of benefits to 
society. 

Lack of clarity is, to be sure, a serious deficiency in the budget; 
and. those who advocate separating out current: operating expenses 
from capital expenditures by. some form of capital budgeting have 
several good arguments. At least such a procedure explains’ the 
budget to the public a little better. It lets them see what kinds of 
expenditures are being made, which is just as important as the total 
amount being spent. But there are those who argue, on the other 
hand, that such procedure is essentially meaningless. 

You see, if you separate a capital outlay for a highway—and this 
is obviously a capital expenditure—what do you do about current 
operating expenses that go for education? Isn’t education, in a se 
just as much a social investment? You get into complex problems 
classification. : 

Senator Sparkman. If I were going to draw a line I would draw 
it between money that is spent and is gone and is not actually going 
to be repaid, and loans or investments that are to be repaid or remain 
assets of the Treasury. 

Mr. Facxuer. I see no objection to having those items spelled out 
to the public so that they would better know what is in the budget. 

You are really talking about self-liquidating kinds of expenditures, 
are you not? ' 

Senator Sparkman. Yes. 
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Mr. FAcnrer.' The expenditure may be-productive‘or unproductive, 
but it is going to be self-liquidating. That is fine, but funds must 
be provided for the original outlay. 

nator SparKMAN. You have something to say about Treasury 
loans and there is a good bit of discussion about that in the Con- 
gress right now. That is outside the budget; isn’t it true that most 
of those loans, most of those outside the budget expenditures are in 
the nature of loans that are to be repaid ¢ 

Mr. Facxuier. Many of them; yes, sir. But does the public under- 
stand what is involved? Has this loan procedure become a device 
to go around normal budgetary procedures? 

Also, does it not mean that we finance our national debt outside 
the so-called debt limitation? Congress goes through a big “to-do” 
and holds a big hearing every time it raises the public debt ceiling. 

What does this sort of ritual mean when you are financing many 
Government programs outside the debt limit ¢ 
. What I am saying is that a lot of the debate over the debt limit 
is emotional and not very realistic. Debate over the debt limit pro- 
vides the Member of Congress with opportunity to make a record 
in favor of economy and financial soundness, however spendthrift he 
may be. I have no objection as long as the Congress is clear on what 


it is doing and the public is clear on what is going on—that is the 
main point. 


Senator SparKMAN. Is it not true with reference to the budget 
generally? A lot of it is emotional and psychological ? 

Mr. Fackxier. Certainly. Emotional constituent pressure is part 
of the process of representative government. The public official has 


always got to justify himself and his proposals. 

If such pressure were lacking, democracy would perish. Even if 
demands for “economy” are unenlightened—sometimes’ pleas for gov- 
ernment economy are unenlightened—let us not be angry or churlish, 
because ‘they are made. On the contrary, generalized pressure: for 
porenifnent economy makes the system viable. There should always 

continuous pressure on the government official and on ‘the Con- 
gress: “You justify why you use my money publicly instead of means 
me use it privately. Maybe I will get more for it that way. I shoul 
like you to prove it.” 

What if we said, “Do anything you want”? We would be in the 
position of the Soviet citizens; they have no choice. 

All I say is: If pleas for government econoniy-are, in your opinion, 
unenlightened,-say so. That is fine. But don’t ever, as represent- 
atives of the people, say that these people should not be pleading for 
government economy. They should keep the pressure on all the time. 

Senator SparkMaNn. Thank you. 

Representative Reuss. You have presented a very thoughtful paper, 
and I agree with many of the recommendations you make. A good 
many others I suggest would be more meaningful if they were not 
made at a time Shen the rate of unemployment is in excess of 6 
percent, 

You do not at any point in your statement come to grips with the 
problem of the current high unemployment rate. I ask you whether 
the problem of unemployment today is not one which should engage 
the very thoughtful consideration of Government under the Em- 
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ployment Act of 1946, and, specifically, whether it is not a problem 
as important to the U.S. Chamber of Commerce as it is, say, to Mr, 
Walter Reuther of the AFL-CIO? 

Mr. Facuuer. You are quite right, sir; it is a subject that should 
engage the very thoughtful consideration of the Congress and of this 
committee. 

Here is another emotional area because you are dealing in human 
values. No matter what you say, you are damned before you start. 
If you say: “Well, the unemployment situation is not really so bad,” 
you are branded as some sort of inhuman monster and editorials in 
some of the papers will self-righteously assure ‘the public that. is so, 

But, actually, the present problem is, if you will look at the three 
postwar recessions, quite normal. The unemployment rate and the 
recovery of employment has progressed pretty much according to 
pattern in this recession. 

There has been a very sharp recovery. But reduction of unemploy- 
ment alwayslags. I donot say there are not serious personal problems 
for some of the workers, who are unemployed. I feel as strongly. on 
this point as Mr. Reuther. He is more concerned about autoworkers 
than I am, perhaps, but I am just as concerned about the involuntarily 
unemployed worker as a personal matter. on 

But from the viewpoint of an economist, saying what amount of 
unemployment is now reasonable or how much is consistent with 
reasonable price stability, these are different questions. Unemploy- 
ment as an abstract statistical figure and sapeamosnent as a social 
problem and unemployment as an economic problem are really. three 
quite different things. 

In the present situation the recovery has been pretty much accord- 
ing to pattern, with the reduction of unemployment lagging behind 
recovery in production. 

This is natural, This is because productivity has increased. 

Mr. Reuther was quite right this morning when he said part of 
the lag results from recession shakeout. We get back to the previous 

k in output with fewer man-hours. This is all to the ; i 
is part of economic growth. ; 

he problem is getting unemployed people reabsorbed, perhaps. in 
other lines—not necessarily building automobiles in Detroit, which 
is something that we overlook. 

How do we get surplus people out of Detroit? How, do. we get 
this man “with 16 years’ seniority, with no possible hope of reemploy- 
ment in.autos in the Detroit) area,” another job doing something else 
in Detroit, or in a job outside of Detroit ? 


This is quite another matter. It takes time, not magic or o . ory. 
h ae sate 


Representative Reuss. Your mentioning the present 6- 
of unemployment does not mean that either you or the U.S. 
of the Commerce think that we cannot have economic growth without 
this optimum unemployment rate? si 
Mr. Facxurr. No, sir; I don’t know what the optimum unemploy- 
ment rate is. I do know this: If you are going to have growth, you 
are going to have rapid exploitation of technological advance and 
you are going to have major shifts in the composition of connen 
demand. As a result, the amount, of unemployment that. would bt 
normal is going to increase, ; 
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In other words, there is no ic in spite of the fact that 
4 percent has pretty well been adopted by the press and the public 
as a sort of unofficial norm. 

One of the problems of growth is going to be a rise in normal 
or frictional unemployment. The question of what, in a rapidly shift- 
ing economy, is a realistic unemployment goal is one which we cannot 
evade. And I do not say this to minimize the problem of un- 
employment. 

presentative Reuss. Thank you. 

The CHamrMAn. We are much obliged to you, Mr. Fackler. 

The next witness is Ralph Robey, economic adviser, National Asso- 
ciation of Manufacturers. 


STATEMENT OF RALPH ROBEY, ECONOMIC ADVISER TO THE 
NATIONAL ASSOCIATION OF MANUFACTURERS 


Mr. Rosey. The latest “Economic Report” of the President is, in 
my opinion, the best in the series of such reports since enactment of 
the plarment Act of 1946. It proceeds from a conception of 
national economic objectives which is better balanced, more compre- 
hensive, and more clearly stated than in any previous report. Al- 
though the inclusion of price stability as a specific objective is not a 
new thought, it here permeates the approach to all economic questions . 
to an unprecedented degree. 

In ilttion. this report recognizes, more forthrightly than ever be- 
fore, the nature of the chief current obstacles to the attainment of 
those objectives. It emphasizes the damaging economic effects of ex- 
cessive labor-cost increases, deficit financing, and. restrictive taxation. 
Thus this report is a long mp toward a realistic and sound approach 
to the economic problems of the day. 

Since I have no important exception to take to the basic economic 
philosophy set forth in this document, my comments will be devoted 
mainly to an Abpea! of current economic development. 

Throughout the report there is constant emphasis on “reasonable 
price stability” as an objective of equal importance'with the promotion 
of maximum employment and production. It is evident this is 
more than mere lipservice, as in so many other politicoeconomic state- 
ments. A devotion to this objective is evident throughout the report, 

I endorse the proposal that the Employment Act of 1946 be 
amended to make price stability an anprNys goal of Government eco- 
nomic policy. Too often the act has been interpreted, unjustifiably 
I believe, as directing the Government to pursue inflationary fiscal 
and monetary policies in periods of unemployment as a means of in- 
creasing demand, with no consideration of whether an insufficienc 
of demand is the real root of the problem. The proposed amend- 
ment would specifically rule out this misinterpretation. It would be 
the ae of a new may the Nation’s approach to its economic 

roblems—a getting away from the naive notion that demand is the 
byt all economic questions. 

he report uses cogent | age in describing the potential eco- 
homic dangers arising from abuse of “the great power lodged in the 
hands of labor union leaders.” It points out that increases in em- 
ployee compensation exceeding amounts justified by productivity 
36379—59—— 39 
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growth not only are inflationary but have the effect of restricting éx- 
ansion of markets, both at home and abroad, and thereby ‘limiting 
job opportunities. 

In this connection the report mentions certain ominous aspects of 
recent wage developments. First, wage rates continued to move 
ward during the recession virtually as fast as in the preceding pros- 
perous years. Apparently a business slowdown, even of this magni- 
tude, does not do much to reduce the upward pressure on wages. This 
is significant since it indicates that the problem is not self correcting, 
at least not at a price we would be willing to pay. 

Second, although both wage costs and prices had been increasing 
for several years prior to the recession, the increase in prices was not 
as great as the increase in costs. In other words a part of the in- 
creased cost had to be absorbed by business and profits per unit of out- 
put actually declined: Such an impairment of profit was bound to 
have serious effects since it tended to eliminate marginal operations 
which might otherwise have been profitable and to destroy incentives 
for expansion. ; : 

Just before the beginning of the present century, it was clear that 
the Nation’s business development was threatened by the growth of 
monopoly powers in the hands of ‘certain persons in some ‘industries, 
In dealing with this problem ‘no time was wasted in appealing to the 
monopolists to exercise self-discipline and restraint. Instead a force- 
ful legislative program was adopted for depriving them of their mo- 
nopolistic power and preventing anyone from developing mo- 
nopolistic powers of this type in the future. This program is noy | 
embodied in our antitrust law. ; 

It is my conviction that.a similar program is needed to deal with the 
economically destructive effects of the monopoly powers exerted in the 
labor market by union leaders. 

We are impressed by the administration’s determination, expressed 
both in this report and in the President’s budget message, to achieve 4 
balanced budget in fiscal 1960. The emphasis given to this objective 
throughout the report indicates clearly that it is more than a mere 
pious hope. 

I believe that the goal of a balanced budget can be reached in fiscal 
1960, but only if all those who have a part to play in achieving this 
objective are convinced of its necessity and attainability. Unforttt: 
nately, the President’s budget statements have been met in some quar- 

_ters by expressions of skepticism as to their feasibility and cynicism 
as to their motivation. ait 

I hope that this mood of defeatism will not be allowed to prevail as 
Congress tackles the budget preblem. If it does prevail, it will surely 
make its own predictions of failure come true. 

The immediate reason for emphasizing the balancing of the budget 
is, of course, the elimination of the threat to price stability embodie 
in the acceptance of continuous deficits. But it is important to loo 
beyond this objective and recognize the necessity for making progres 
toward a major reform of our tax system. Our present Hodavs tax 
structure is a Major impediment to economic growth both because of 
its impairmerit Of economic incentives and because of, its destruty 
tive effects on the sources of capital for expansion. t 
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The President’s report recognizes these effects of the tax system 
and holds out the hope that some progress can be made toward tax 
reform in the future. This is to the a but one wishes that some 
concrete program for moving toward a less repressixe tax system could 
have been announced, at least in outline if not in detail. There is 
greater. prospect of success if concrete goals, rather than mere vague 
hopes, are set before the Nation. ; 

As a practical approach the association I represent has for some 
years advocated a program of prescheduled tax-rate reductions, to 
take effect over a series of years, and based on the increase in revenues 
which can reasonably be expected from economic growth. 

Prompt enactment of such a program would give an immediate 

sychological lift to both the consumers and investors of the Nation. 
F can’t think of anything which could do more to improve our gen- 
eral economic health here and now. The ultimate effect would be to 
replace the present repressive tax system with a system under which 
we can prosper and grow. 

Of course as an alternative we can sit back and wait. for the eco- 
nomic growth to occur and then set about reforming the tax system to 
whatever degree is made possible by that growth. But I think you will 
agree that past experience lends no encouragement to the belief that 
things will ever work out that way. The difference between the two 
approaches is the difference between an announced determination to 
achieve tax reform and a mere hope that it will fall into our laps. 

But an even more basic problem is involved. Prospects for tax're- 
form depend largely on the future expansion of the revenue base as a 
result of economic growth. But economic growth itself depends on a 
reform of the tax system. The fovwarteshadtaliiis device offers the 
only visible means of breaking out of this vicious circle. 

When I appeared before this committee a year ago, the economy was 
in a recessionary downslide. I expressed the view that the immedi- 
ate difficulty lay in a series of unwarranted increases in labor cost, 
which had had the effect of restricting markets and squeezing profits. 
It.is my view that this is still the key to understanding developments 
since last year and prospects for the future. 

I am unable to share completely the general tone of optimism re- 
flected in the President’s report.’ The degree to which we can be said 
to have emerged from the recession depends on the particular statis- 
tical series we regard as criterion. For example, contrast the re- 
covery in industrial production with the recovery in employment: 


Industrial _| Nonagricul- 
production tural em- 
(1947-49= 100) ployment 
| (millions) 


Prerecession high 
Recession low 


) August 1957, 2 July 1957. 3 April 1958. 


On the basis of production we have recovered all but a small part of 
the ground lost during the recession. But on the employment crite- 
rion we have made only a bare beginning in recovery. 
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_ Of course, a more rapid increase in production than in employment 
is a normal feature of the first stage in business recoveries. ‘The fact 
remains, however, that our assessment of the extent to which we have 
emerged from the recession depends on whether we look at production 
or employment figures. . 
_ I do not mean to offer these two sets of figures as an arbitrary choice 
in measuring recovery. The contrast between employment and pro- 
duction i PEOv idles an analytical basis for understanding what has 
man ned since the low point of the recession. 
@ more rapid increase in output than in employment is partly 
explainable in terms of an increase in the average hours worked pe 
employee. But it seems to be due mainly to an increase in prada 
tivity—the average amount of output per employee per hour. It is 
still too early to measure that increase in precise statistical terms, but 
its existence is a matter of common observation. Business observers 
speek of a “tightening up on costs” all up and down the line during 
1958. 

The improvement in productivity thus indicated is in itself a good 
thing, especially under present circumstances. Indeed, it is the chi 
basis for the fact that we have had at least some recovery from the 
recession. The unwarranted increase in labor cost which led up to 
the recession of 1957-58 was offset to some de by the exceptional 
gain in output per man-hour in the latter part of 1958. 

What has happened is this: The reduction in unit costs resulting 
from improved productivity has meant that markets could be ex- 
panded and prasorde increased. But the increased productivity has 
also meant that the increased output could be produced without hiring 
many more people. 

This type of recovery is better than nothing. However, what we 
would really like to see is the prerecession levels of employment 
restored, or rather raised to cover the normal increase in the labor 
force, with everybody working at the newly attained level of 
productivity. 

The point I want to emphasize is that, if we depend wholly ona 
gain in productivity to bring us out of a recession induced by excessive 
labor costs, what we will get is a recovery in production without much 
gain inemployment. For a full-scale recovery from such a situation 
what we need is some relief from the continuous wage and fringe 
benefit increases which have plunged us into it. 

Let me clear up one possible misinterpretation. Since the gain m 
‘productivity means that output has increased at a faster rate than 
employment, one might be tempted to conclude that, if only there had 
been no gain in productivity, employment would have increased as 
fast as production. 

Thus it might seem that we would have had an 80-percent recovery 
in employment, instead of the mere 25 percent recorded. Thus, it 
might be argued, the improvement in productivity has impel 
recovery in employment. ; 

The fallacy in this line of thinking is that, without the gain m 
productivity, there would have been no offset to excessive labor costs 
and therefore no recovery in output to speak of. 

This also suggests another important conclusion. If the recent 
gains in productivity are used to support claims for exceptional wage 
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increases we will be right back in the difficulties where we started. If 
we have had some success in reducing the restrictive effects of high 
costs by increasing efficiency, let’s not cancel that gain out by further 
unwarranted rises in wages and fringe benefits. 

One other factor tends to temper any long-term optimism which 
might arise from our record of recovery since the spring of last year. 
A substantial part of that recovery had been due to the coming to an 
end of the period of inventory depletion. 

This development was forssbeabli and inevitable; you can’t do busi- 
ness indefinitely by selling goods off the shelves without producing 
new goods to take their place. - But this is a temporary stimulus to 
business and cannot be the basis for continuous future growth. 

In the first quarter of 1958, business was producing goods at an 
annual rate of almost $10 billion less than the rate at which goods 
were being sold out of inventories. About half the decline in gross 
national product between third quarter 1957 and first quarter 1958 was 
due to this depletion of inventories. 

Sooner or Jater you have to get back to a point where you are pro- 
ducing goods as fast as you are selling them. Apparently this 05) 
was reached in the last quarter of 1958. This development by itself 
accounted for recovery of half the ground lost in the recession. But it 
is a one-shot affair whose effect in restoring business levels cannot be 
relied on to carry us very much further. 

The President’s report contains a paragraph on this subject which 
is worth quoting in full: 

* * * if we are to achieve a rapid rate of economic growth and improvement 
in the years ahead, we must continue to enlarge and improve the plant and 
equipment that supplement human effort and make it increasingly productive. 
There must be strong incentives for businesses to commit ever larger sums for 
expanding their operations and reducing their costs. And there must also be 
incentives for the thrift essential to the financing of these critically important 
outlays. Policies that weaken these incentives will cause us to fall short of 
achieving our full potential for expansion. 

We are pleased at this explicit recognition of the critical importance 
of capital formation and of the necessity of fostering incentives for 
saving and investment. 

But there is evidently something seriously wrong in this critical 
area, It is precisely here that recovery from the recession drop has 
been most disappointing. The record is as follows: 


Business expenditures for new plant and equipment 
[Billions of dollars, seasonally adjusted annual rate] 
3d quarter, 1957 
3d quarter, 1958 (recession low) 
4th quarter, 1958. 
Ist quarter, 1959 (anticipated) 


There was a drop of $8 billion in the annual rate of investment 
DONE during the recession, Through the current quarter 
only about 10 percent of this loss has been recovered. By contrast, 
similiar totals of consumption expenditures in current dollars have 
gone well ahead of their prerecession highs. 

It should be a matter of great. concern that there has been onl, 
& nominal recovery in business investment. Our long-term wth 
depends on this more than on any other factor. In the present state 
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of world affairs any retardation of our growth in productive capacity 
and efficiency should not be tolerated. 

It seems clear that our poor performance in respect to business 
capital formation must be explained in terms of two factors already 
mentioned: the squeeze on profits and on markets resulting from 
excessive labor cost increases, and the restrictive effects of our tax 
system. 

It is understandable that business investment should be even more 
sensitive to these adverse influences than production or employment. 

Whether we concentrate on the prospects for balanced and complete 
recovery from the recent recession, on our long-term prospects for a 
maximum rate of economic growth, or on the possibility of main- 
taining a generally stable price level, two problems emerge from the 
analysis: 

1, The constant upward pressure on labor costs resulting from 
the monopoly powers of organized labor. If these increased costs 
can be passed on they will be reflected in inflation. If they cannot 
be passed on, the resulting squeeze on profits restricts production 
and business expansion. 

2. The restriction on capital formation resulting from our pres- 
ent tax system. 

I cannot take an optimistic view of our longrun economic pros- 
pects unless we make some progress in dealing directly with these 
problems. 

The Cuarrman. Mr. Bolling. 

Representative Botting. No questions. 

The Carman. I have only two brief questions. 

A high rate of pre investment was proceeding in 1955-56 and 
the first part of 1957 when according to your statement labor costs 
were rising. 

The fresh investments are low and not increasing appreciably dur- 
ing the period during which labor cost figures are falling. That 
would seem to be contrary to the argument that. you have been making. 

Mr. Rosey. No; I don’t think so, Senator. I think labor costs 
figures are falling slightly. Of course, we don’t have actual statistics 
on that, as you know. I would think that actually one of the prin- 
cipal factors leading to holding down our present investment in plant 
and equipment is the shortage of capital. We just don’t have the 
capital at the present time. 

The Cuarrman. Of course, some of the capital in 1955 and 1956 
was created by the banking system where investment exceeded oa 
Mr. Rosey. In 1955 wal 1956 I don’t think the commercial ba 
themselves really took on very much in the way of capital loans— 
of course, they can’t buy equities, so the only thing they could buy 

was corporate bonds, and I don’t think they did much of that. 

The Cuarrman. That is a question that needs to be proved. The 
Federal Reserve felt that they were creating investment funds. | 

The second question I think is a perennial issue when representa- 
tives of the NAM come before this committee. 

I take it that what you want to have done is to decrease the tax 
rates on the upper income groups and substitute a sales tax. Is that 
still the policy ? 

Mr. Rosry. No, sir. 
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The Cuarrman. That used to be the policy of the NAM. Have 
you ceased advocacy of the sales tax ? . 

Mr. Roney. We are no longer sponsoring & uniform manufacturers’ 
sales tax. 

The Cuairman. When did you stop doing that? 

Mr. Rosey. Now, let me start over again. A uniform manufac- 
turers’ excise tax is still on our policy ii im but a couple of years ago 
we stopped sponsoring it as such and started to work on a 5-year tax 
program, which is our present policy. Now, that 5-year tax pro- 
gram, Senator, is not just.on the upper brackets. It goes clear across 
the income tax scale. 

The Cuatrman. Do you propose a maximum rate of 25 percent in 
the income tax ? : 

Mr. Rosey. No; we do not. 

The Cuatrman. That at one time was the policy ? 

Mr. Rossy. No, not within my knowledge of the NAM have we 
ever sponsored a maximum tax rate of 25 percent. 

The CHarrman. What maximum would you favor now ? 

Mr. Rosey. Last year when we were sponsoring a bill, at the end 
of 5 years if the whole thing had gone through it would have been 
42 percent. 

Now, that seems to us a little bit higher than desirable, but if we 
could get down to 42 percent we would consider it a great victory. 

The CuatrMan. I am sure it would be for you. 

Let me ask you this question: If the rates on the upper brackets 
were diminished, would the NAM support a move to close some of the 
tax loopholes? 

Mr. Rossy. I remember we discussed that last year. The question 
is: What do you call a tax loophole? 

The Cuarrman. I will list some of them. Depletion allowance on 
oil and gas, sulfur, minerals. 

Mr. Rosry. I told you last year we had merely a general position 
on depletion. That is all. We do not approve nor disapprove the 
present figure on oil or on any of the other things. We just say deple- 
tion allowance for tax purposes is a sound idea, but we do not go 
into the details. 

The Cuarrman. I have a proposal to cut the depletion allowance 
from 2714 percent to 15 percent for those with gross incomes from gas 
and oil in excess of $5 million per year. Do I understand that you 
might favor that proposal ? 

Mr. Roper. Actually in view of our policy let me say again, remem- 
ber, that there is no committee, no man in the NAM that can talk 
outside of policy. 

At the present time our policy would not permit us to testify either 
pro or con on your proposal, 

The Cuarrman. You would not be con, then ? 

Mr. Rosey. No; we would not be con. 

The Cuarrman. There is not con in this'testimony ? 

Mr. Rosey. No; we would not be either pro or con on that proposal. 

The Cuatrman. How would you feel on the withholding tax on 
dividends and interest ? 

As you know, we have a withholding tax on wages and salaries, but 
not on dividends and interest. There is a good deal of evasion on this 
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int as Governors Rockefeller and Furcolo have discovered in their 
tate income taxes in New York and Massachusetts. 

One Governor has put through and the other Governor is advocating 
a withholding tax on the State income taxes. . 

Would you favor the extension of the withholding system by apply- 
ing it to dividtede and interest as well as to wages and salustoph 

r. Rosey. I don’t think so, and for a fairly obvious reason. 

If you withheld an income tax on all dividends, then you are going 
to withhold more than a lot of taxpayers are going to pay. 

The Cuarrman. That is true on wages, too. 

Mr. Rosey. Yes, and it causes quite a lot of work and shenanigans 
to get the return as you know. 

e Cuamman. Would you favor the abolishing of the withholding 
tax on wages and salaries? 

Mr. Roggey. No; I would not. 

The CHarrman. You would keep it on wages and salaries, but you 
would not extend it te dividends and interest? 

Mr. Rosey. We have at least gotten used to it. I don’t think there 
is any real comparability between what is happening on a national 
scale and what may be happening in New York. 

The Cuarrman. What about the dividend credit in the 1954 tax? 

a. Rete We are all in favor of it. We don’t think it went far 
enoug 


The Cuamman. I take it you answered the question on capital 
gains, did you not? Would you pro lengthening the period over 
which capital gains could be cmngetelll./ 

Mr. Rosey. No; we did not make that recommendation. 

The Cuarrman. Would you op lengthening the period ? 

Mr. Roser. I would assume definitely, since our position is that 
the penied should be shortened. 

e CuarrMan. Now, what about family partnerships? The fa- 
mous case of Payscoff-Tincoff who put his 6-weeks-old son in as a part- 
ner in his private accounting firm and split the profits of the account- 
ing firm with his partner and, therefore, reduced his tax. 

. Rosey. You are getting into a detail there that we don’t have 
@ policy on. 

The Cuamman. It is quite striking. Here is a 6-weeks-old boy who 
was made a full partner in the accounting firm, although he had not 
passed the examination as a certified public accountant, and he had 
no control over the affairs of business. Yet he was made a full-fledged 
accountant. 


Mr. Rosey. Personally I think it is outrageous, but we have no policy 
position on it. 


The Carman. I hope we can get together, Mr. Robey, and get 
some things we can work on. 

Mr. Rosey. You are talking too much detail for the moment. 

The Cuatrman. Life consists of details. 

Mr. Rossy. That is for sure. 

The Guatrman. Thank you very much. 

Mr. Rosey. Thank you, Mr. Chairman. 

Mr. Winatt. Mr. Chairman, in line with Senator Sparkman’s 
suggestion that we have an interpretation of the very interesting and 
provocative chart, which Mr. Reuther introduced, I wonder if we 
ought not ask General Motors to comment for the record ? 
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The Cuamman, I will see that General Motors is advised of your 


uest. 
The subsequent exchange of correspondence follows:) 


Frsrvary 10, 1959. 
Mr. FREDERICK DONNER, 
Chairman, and Chief Executive Officer, 
General Motors Corp., New York, N.Y. 


DeaB Mr. Donner: At a hearing yesterday on the Hconomic Report of the 
President, Mr. Walter Reuther, vice president of the American Federation of 
Labor and Congress of Industrial Organization, was a witness before the Joint 
Economic Committee. In the course of his testimony he introduced a compari- 
son between the income received by a hypothetical investor in General Motors 
common stock and a hypothetical average General Motors worker. The com- 
parison is spelled out in full on pages 25 and 26 in Mr. Reuther’s prepared state- 
ment, a copy of which is enclosed. 

Representative William B, Widnall of New Jersey, a newly appointed member 
of the Joint BEeconomic Committee, has asked that the comment of General 
Motors on this comparison be requested for inclusion in the record of yesterday’s 
hearings. On behalf of the committee, I am accordingly writing to you to re- 
quest such comment. A representative of your Washington office attended 
yesterday’s hearing and is familiar with the discussion which followed this 
testimony. I trust that we may have whatever statement you may care to 
provide not later than February 23 so that its inclusion in the record, imme- 
ee Mr. Reuther’s statement, may be assured. 

incerely, 


Paut H. Doveras. 


GENERAL Morors Corp., 


New York, N.Y., February 20, 1959. 
Senator Paut H. Dovetas, 


Ohairman, Joint Economic Committee, 
Congress of the United States, Washington, D.O. 


My Dear Senator: We have your letter of February 10, 1959, conveying Repre- 
sentative Widnall’s request for comment on Mr. Reuther’s testimony. I am 
pleased to give you our views and I shall, in accordance with your request, 
restrict myself to Mr. Reuther’s hypothetical case on pages 25 and 26 of his 
testimony. 

First of all, I should like to point out that Mr. Reuther’s calculation of the 
capital gain which could in theory be realized by a hypothetical large investor 
in General Motors common stock has nothing to do with the question of new 
car pricing or price-cost relationships. Second, it may be of interest to you to 
know that Mr. Reuther’s illustrative investor was not typical of General Motors 
investors in 1947 since in that year only the top one-half of 1 percent of all 
General Motors shareholders owned such a large number of shares. An even 
smaller percentage, of course, would have acquired a holding of this size in 
a single year—in this case, in 1947. Such large holdings are likely to represent 
stock held by institutional investors or by brokers or others as nominees repre- 
senting the savings of a great many individuals. 

The capital gain which might in theory have been realized under the unusual 
circumstances postulated in Mr. Reuther’s example would result from a combi- 
nation of factors which were not peculiar to General Motors; notably the gen- 
eral inflation of the postwar years caused initially by the Nation’s war financing 
methods, a resulting tendency over this period for investors to prefer common 
stocks to bonds, and the confidence of the investing public in General Motors. 
Common stock prices today are at near record highs as a result of unusually 
great investor participation in the stock market. The hypothetical capital 
gain on General Motors stock developed in Mr. Reuther!s comparison is attribut- 
able in large part to the high level of stock prices caused by these factors. 

Aside from the theoretical capital gains assumed in Mr. Reuther’s example 
which are quite irrelevant to his conclusion, we all recognize a very important 
basic difference between wage income and profit. Wage rates for hourly rated 
General Motors employees are established by collective bargaining, and are a 
matter of formal agreement between the corporation and the unions. It is ac- 
cepted by the unions and management that, in our competitive economy, the 
rates paid for comparable work are generally substantially the same for all 
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manufacturers in a particular industry. I should say in passing that this same 
proposition applies to the material and components we purchase. All manufac 
turers have equal access to the markets at the prevailing competitive prices, 

The products we sell are subject similarly to the competitive forces of the 
market. Prices for equivalent products must be substantially the same if the 
products are to sell. Since wage rates and material prices are substanti 
the same for all manufacturers and since prices for comparable products must 
also be fully competitive, it follows that profits are a residual, rising and falling 
with the acceptance of the corporation’s products in the market and our ability 
to control costs. Profits are realized only after all expenses of doing business, 
including the payment of wages, have been met. It would therefore follow that 
the profits of General Motors are not a cause of the price level, but rather result 
from the relation betwen the prices determined by competitive market factors 
and the cost incurred by the manufacturer. 

Since wages are a cost, they generally maintain a constant relationship to total 
dollar revenue. The profit residual, in contrast, varies widely relative to dollar 
revenue. The most accurate way to show the part played by profits and em- 
ployee costs in the activities of the corporation is by relating them both to the 
common base of dollar revenue. For Representative Widnall’s information, 
we have summarized these relationships on attachment A. This information 
is similar to data presented to a subcommittee of the Senate Committee on the 
Judiciary at the General Motors hearing on January 30, 1958. 

You will observe that in 1958 the net profit reported by General Motors; 
amounting to 6.6 percent of dollar revenue, was very close to the lowest per- 
centage of any year in the postwar period. This simply means that this net 
profit, as the residual claimant on dollar revenue, was smaller in 1958 than in 
most of the postwar years. As a general tendency it will be observed that 
General Motors profits in relation to dollar revenue declined throughout the 
period. Conversely, it will be observed that the share of 29.9 percent received 
by employees in 1958 was exceeded only in one year (1947) during the postwar 
period, 1947-58. 

I need not tell you that the base period selected for a comparison such as 
Mr. Reuther has made significantly influences the result. Almost any earnings 
comparison based on 1947 is grossly distorted. In March of 1946 the 119-day 
UAW-CIO strike against General Motors had been concluded. The result of’ 
that strike was a serious delay in the reconversion from wartime to peacetime 
production in our plants. 

The effects of that strike were still being felt in 1947. Moreover, in that year 
General Motors was unable to obtain sufficient steel and other materials to 
produce all the cars and other products that could have been sold, due to material 
controls. Accordingly, both our sales and profit potentials were artificially de 
pressed. Dividends declared in that year, reflecting these facts as well as the 
financial needs of the business, amounted to $0.50 per share (based on the present 
$1% par value shares). This was only 3.8 percent of dollar revenue. If we 
were to compare the course of the stockholders’ share of dollar revenue with 
the employees’ share from 1936 to 1947, it would be observed that the stock- 
holders’ share declined by about 53 percent while the employees’ share increased 
about 18 percent. Or, if we were to consider the year 1958 relative to 1950, it 
would be observed that the employees’ share rose from 25.7 percent to just under 
30 percent while the stockholders’ share declined from 11.0 percent to 6.6 percent. 

. As you will observe from the attached table, the profit residual has been partly 
distributed in dividends and partly reinvested in the business. The reinvest- 
ment of earnings has made a significant contribution to the growth of the busi- 
ness and to employment. In addition, however, it was necessary for the cor- 
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poration to obtain outside capital twice in 1946, again in 1953, and again in 
1955. As a result, General Motors was able to expand its employment from 
387,000 in 1947 to 520,000 in 1958 or about one-third. Over the same period 
our total payrolls rose from $1,175 million to $2,688 million or an increase of 
129 percent. In 1947 it took $8,000 and in 1958 almost $19,000 per employe, to 
gnderwrite a job in General Motors; that is, to provide the necessary working 
capital, buildings, equipment, and machinery so that the employee can be 
properly equipped to perform his job. 

We all take great pride in General Motors’ postwar record of growth whether 
measured in terms of dollar revenue or unit sales. The public acceptance of 
General Motors’ products is the best evidence I can offer of the fact that the 
yalues offered—the product-price combination—have met fully the tests of com- 
petitive markets. It is the increase in volume of sales that has largely made 
possible the impressive increase in payrolls to a level which, in 1958, was more 
than double, in fact, 129 percent above, the 1947 level. Our ability to grow in 
the future and to provide thereby an even larger number of job opportunities 
is directly related to our ability to produce products at prices which are com- 
petitive and at costs which make continued investment in General Motors 
attractive. 

General Motors employees have been well paid by almost any standard of 
comparison which May be selected. Average hourly earnings of General Motors 
wage earners in the United States have consistently exceeded the average wages 
paid by all U.S. manufacturing enterprises, as reported by the U.S. Bureau of 
Labor Statistics. For the year 1958 they were approximately 27 percent higher 
than the U.S. average for manufacturing employees. Mr. Reuther himself has 
publicly expressed his satisfaction with the agreements upon the signing of each 
labor contract. 

It seems quite clear that if we are looking for the causes of the postwar 
increase in the price level, we must come back to the fact that the average 
hourly compensation in the private nonagricultural sector of the economy had 
increased in 1958 by about 66 percent above the 1947-49 average while output 
per employee-hour had increased about 24 percent. ~ You will recognize that I 
am referring in part to the BLS publication on productivity, earnings, and prices 
with data for 1957 and 1958 added. It is inconceivable with wage increases of 
these magnitudes that prices would not be forced upward. 

In contrast to Mr. Reuther’s contention, the facts clearly indicate that General 
Motors’ profits have not increased relative to dollar revenue and, in fact, 1958 
net profit is actually below the average for the postwar period. In our testi- 
mony before the subcommittee of the Committee on the Judiciary we concluded 
with the following observation which, it seems to me, is appropriate here: 

“The same economic forces are at work in our industry as in any other 
industry. The upward pressure of costs in the long run will affect prices; no 
matter what the industry. 

“With rising costs, prices have to rise or else the automobile industry cannot 
long continue to supply the cars that the market wants. This is basic in a 
competitive industry and the automobile industry certainly is competitive.” 

_l appreciate very much this opportunity to comment on Mr. Reuther’s illustra- 
tion and I hope that I have been able to contribute something which will be 
helpful to you, Representative Widnall, and the other Jmembers of the committee, 

Sincerely, 
F. S: Donner. 
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[Attachment A] 
General Motors Corp. percentage breakdown of dollar revenue for the years 
1926 through 1958 
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The Cuateman. This afternoon we will meet at 2 o’clock, not at 
2:30, in this room, and various interested groups will appear. 
Thereupon, at 12:30 p.m., the committee was recessed, to recon- 
vene at 2 p.m., same day.) 
AFTER RECESS 


The Cuarrman. Gentlemen, we are very glad to have you here this 
afternoon. The other members of the committee will be in shortly, 
but I know your time is valuable, and perhaps we should begin now. 

We would suggest that if possible you confine your discussion to 
about 7 minutes; then we will have general discussion afterward. 

We will begin with the American Farm Bureau Federation, repre- 
sented by Mr. Roger Fleming, secretary-treasurer. 

We are glad to have you, Mr. Fleming. 
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STATEMENT OF ROGER FLEMING, SECRETARY-TREASURER, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Ftemine. Thank you, Senator Douglas. 

As an organization which is deeply conscious of the need for a better 
sidersteassting of economic problems, the American Farm Bureau Fed- 
eration welcomes this opportunity to comment on the “President’s 
Economic Report” for 1959. 

At the outset, I should like to call the committee’s attention to the 
fact that a year ago we expressed some disappointment in what we 
thought was an overemphasis in the report on specific legislative rec- 
ommendations, and so here in my prepared statement I have indicated 
we feel this report represents some improvement on that score 

For example, in our statement: to this committee last year we com- 
mented as follows: 

The number and variety of these recommendations seeems to us to distract 
attention from the fundamental economic issues facing the Nation, and to suggest 


an unwarranted, and perhaps unintended reliance on legislation as a means of 
solving economic problems. 


For our part we would like to see more emphasis on analysis—more discussion 
of economic trends, the basic forces underlying these trends, emerging economic 
problems, and the alternatives facing the Nation—and less emphasis on legislative 
recommendations ; particularly recommendations of the type that are relatively 
unimportant from an overall standpoint regardless of their individual merit. 

We are pleased to note that this year’s Economic Report appears 
to reflect some progress in the direction indicated by the remarks which 
Thave just quoted. 

In view of the limited time that is available we will confine our com- 
ments to a limited number of subjects which will serve to illustrate 
our general reaction to the Economic Report and related messages. 

It is becoming increasingly clear that inflation is our most serious 
economic problem. The quick recovery of our economy from the 
recent recession demonstrates the basic strength of our private com- 
petitive enterprise system. The fact that we are again faced with 
the threat of inflation demonstrates the dangers of resorting to infla- 
tional policies every time there is a slackening of business activity. 

Next in my prepared statement, Senator Douglas, I have sought to 
describe the new situation on the farms of America which has caused 
the historic attitude that was allegedly, at least, held by farmers with 

rd to inflation, to substantially change. 

istorically, farmers have often favored inflationary policies but 
the thinking farmer of today knows that policies which destroy the 
value of the dollar are bad for agriculture. 

This is readily understandable when we consider the changes that 
have been taking place in agriculture and in national tax policies. For 
many years farm land was the most important factor in ee 
production and farmers generally were a debtor class. Under such 
circumstances it was easy for many farmers to assume that inflation 
would benefit them by making it possible for them to pay off farm 
mortgages with cheap money. i 
I shall not develop the specifics of this analysis here in the verbal 
a in the interests of time, but I do want to call that point to 

chairman’s attention. 
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The Cuarrman. Of course, historically speaking it is true that the 
fall in the price level from 1873 to 1896 meant that unless prices were 
subsequently increased the farmers would have been paying off their 
mortgages in dearer and not cheaper dollars. 

Mr. Fiemine. Yes. And yet historically I think you would agreg 
that there has been the assumption—and I saw it in print in a news 
magazine article this last week—that farmers were not at all worried 
about inflation, because it seemed to be in their interests. And I 
wanted to develop the point to indicate that we know better than that 
these days. 

The Cuarrman. I have been trying to defend the position that the 
farmers during the period of the 1890’s really were seeking “reflation” 
rather than inflation. 

Mr. Fiemine,. Yes. 

Today, conditions are much different. Technology is decreasing the 
importance of land as a factor in agricultural production. The De- 
partment of Agriculture estimates that more than half of what econo- 
mists refer to as “farm production inputs” now come from nonfarm 
sources. Purchased inputs generally consist either of goods which are 
quickly consumed or depreciable equipment. In either case farm 
production supplies must be paid for in a relatively short time and 
this reduces the possibility of paying off farm debts with cheap 
dollars. 

Increased dependence upon “purchased inputs” makes farmers ex- 
tremely vulnerable to rising prices in the rest of the economy. In the 
present situation where agriculture is troubled with surpluses and 
excess productive capacity it is clear that inflation would intensify 
the cost squeeze on farmers by causing farm costs to rise more rapidly 
than farm prices. 

Taxes also contribute to the adverse effects of inflation on farmers 
under present conditions. Since farm equipment must be depreciated 
on a cost rather than on a replacement basis, farmers share with other 
businessmen the problem of holding their capital together in inflation- 
ary periods. Another adverse effect arises out of the fact that a 
farmer who sells his farm may find that he is required to pay a capital 
gains tax on an increase in dollar values that is really a reflection of 
currency depreciation rather than actual gain. 

Over and above the fact that inflation would affect farmers more 
adversely today than any time in the past, farmers have a broad gen- 
eral interest as citizens in sound monetary policies. We believe that 
a more stable general price level is needed as a means of providing 
a favorable climate for economic growth and a rising standard of liv- 
ing. This is an essential condition for a prosperous agriculture. It is 
also essential if we are to avoid a far-reaching expansion of Govern- 
ment controls over individual decisions and actions, which inevitably 
would undermine individual freedom and. limit individual oppor- 
tunity. In this connection we are disturbed by the inference on page 
6 of the “Economic Report” that inflation could be prevented by price 
and wage controls. Such controls.are a fraud—they deal with symp- 
toms rather than causes; instead of preventing inflation they conceal 
the fact of inflation until it is too late for corrective action. 

Next we recommend, as we did a year ago, that the Employment 
Act of 1946 be amended to include as a goal a national policy to stabi- 
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lize the purchasing power of the dollar as well as to maintain a high 
jevel of employment. 

As a matter of fact, it is our opinion that the present language 
could be so interpreted, but we think it ought to be made even more 
explicit. 

e agree with the President’s recommendation for an amendment 
to the Employment Act of 1946. Farm Bureau policies for 1959 state 
that this act— 
should be amended to make it clear beyond any doubt that it is national policy 
to stabilize the purchasing power of the dollar, as well as to maintain a high 
level of employment. 

In our opinion the present language of the Employment Act logi- 
cally should be interpreted as implying such a policy; however, the 
national interest in a more stable price level is so great that the act 
should be amended to remove any possibility of misinterpretation on 
this point. 

An unbalanced Federal budget is a major factor contributing to 
the present inflationary threat. We are concerned that Congress over 
the years has committed the Federal Government to a level of spend- 
ing that is making it difficult to balance the budget even in a period of 
rising prosperity and high taxes. 

The budget stibmitted by the President for fiscal 1960 indicates a 
very precarious balance between income and outgo. In order to 
insure that the budget will be balanced even if unforeseen contingen- 
cies should arise, the Congress has a responsibility not only to avoid 
embarking on nonessential new projects but to cut appropriations 
below the President’s recommendations wherever this can be done by 
eliminating waste, duplication, or nonessential activities. 

All economic and other interest groups should share in the sacri- 
fices that are needed to balance the budget. We emphasize agricul- 
ture’s readiness to share in the adjustments that must be made in 
Government programs to insure a budget that will be consistent with 
the objectives of checking inflation and achieving a sound economy. 

Next we make clear our attitude with regard to the highway pro- 
gram, which is at variance with the recommendations of the President 
and calls for a stretchout’ rather than either increased gasoline taxes 
or —_ to the Federal Treasury for more money. 

he President has recommended that the Federal gasoline tax be 
increased to avoid a deficit in the highway trust fund. Farm Bureau 
is opposed to any increase in the Federal gasoline tax or other Federal 
highway user excise taxes for roadbuilding and to the financing of the 
Federal share of the highway program from general tax funds. We 
favor an extension of the construction period for interstate highways 
so et Federal highway expenditures can be placed on a pay-as-we- 
go basis. 

Then we indicate our attitude with regard to aids to housing and 
airport facilities and aid to depressed areas. 

e recognize the need for improving airport facilities and can 
understand why city and local government officials want all tax- 
payers through participation of the Federal Goverment to share in 
the cost of uh programs. 

We think it is unjustifiable for the Federal Government to attempt 
‘to finance airport terminal buildings.. There is usually much rivalry 
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between cities and areas with regard to such terminal buildings. We 
can see no reason why the Federal Government should—and 
reasons why it should not—get involved in ee wees essentially 
local matters of this kind. We believe that the responsibility of the 
Federal Government in this field should be limited primarily to 
expenditures for safety and for extension of runways where local 
governments will match Federal funds on a 50-50 basis. 

Collections of appropriate user charges from airlines and others 
who use airport facilities would, in our opinion, further reduce the 
need for appropriated funds. 

We believe that the recommendations of the Bureau of the Bud, 
with regard to this subject will meet the most essential needs in thi 
field and continue to give emphasis to State and local responsibility for 
financing these and similar improvements. 

Large authorizations for expenditures for urban renewal and public 
housing would appear to be unnecessary on the part of the Federal 
Government and would be highly inflationary. Additional public 
housing expenditures at this time mien actually be a deterrent, to 
pease construction which must be relied upon for the bulk of the 

ousing construction. With the current threat of inflation, we would 
hope that the Congress would not authorize greatly increased expendi- 
tures in this field. We believe that the level of expenditures author- 
ized in the Senate housing bill is excessive. 

The Economic Report states that a program of assistance to 
depressed areas through development loans and grants for technical 
studies will shortly be recommended to the Congress. Farm Bureau 
is opposed to the enactment of Federal legislation to provide loan or 

ant assistance to depressed areas for a number of reasons including 
the following : 

(1) Federal intervention in depressed area situations is not neces- 


e) Federal intervention in determining the location of businesses 
and industries not in the long-run interest of the people of the United 
States. 

(3) The assumption by the Federal Government of a responsibili 
for area redevelopment could defeat the objective of the pro 
legislation. 

e recognize that Government expenditures for agriculture are a 
large and growing part of the Federal budget. The present scale of 
these expenditures cannot be defended on the basis of the results that 
are being obtained. This situation can be changed only by the Con- 
gress, as present epilation provides little leeway for administrative 
changes in the fundamentals of national farm programs. 

Any person informed in agricultural matters must agree with the 
President that the price-support and production-control program has 
not worked. f 

We are happy to see that the President has accepted the Farm 
Bureau proposal of tying aa prices to a percentage of the average 
market price of the immediately preceding years. The old idea of mis- 
using the parity formula as a price-fixing device has been employed 
far too long at a tremendous cost to all citizens, including farmers. _ 

However, we cannot agree with the President that the Secretary of 
Agriculture, whoever he may be, should have the discretionary au- 
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thority to determine what percentage of the market price history is 
to be used to establish price supports. Farm Bureau consistently has 
maintained—and does now—that putting wide discretionary authority 
in the hands of the Secretary of Agriculture to determine price sup- 
port levels is unwise and could be dangerous. 

Naturally Congress will want to take into account the differences 
among commodities if the market price support approach is to really 
serve its intended purpose. 

The President fine emphasized plainly the trap of direct payment 
and multiple price schemes. Direct payment plans would mean lower 
per family farm income and ultimate servitude of farmers to the Fed- 
eral Government, more taxes and high-priced food to consumers. Mul- 
tiple price schemes for wheat would bring subsidized competition to 
the producers of corn and other feed grains with eventual price de- 
pressing effects on all livestock, dairy, and poultry producers as well 
as unfair competition to our friends abroad. 

The Cuarrman. Thank you very much. 

The discussion will be continued by Mr. Vincent A. Perry, repre- 
senting the Federal Statistics Users’ Conference. : 

That is a new organization, so far as I am aware, and it is interest- 
ing, because for some time I regarded myself as the largest private 
consumer of Government statistics. I was quite interested to find 
actually a federation of consumers of statistics. Very interesting. 


STATEMENT OF VINCENT A. PERRY, TRUSTEE OF THE FEDERAL 
STATISTICS USERS’ CONFERENCE 


Mr. Perry. Just as an aside, Senator Douglas, we have been in exist- 
ence several years, and I just wonder where you draw the line where 
we are no longer characterized as being new. 

The Cuarman. It takes some time far me to catch up. 

Mr. Perry. Mr. Chairman and members of the committee, my name 
is Vincent A. Perry. I am manager of the Economic Analysis Divi- 
sion of General Foods Corp. I appear before you as a vice chairman 
of the Federal Statistics Users’ Conference, and not as a representa- 
tive of my employer. 

Unlike most of the witnesses appearing before this committee, 
Tam not addressing myself to the analysis contained in the President’s 
“Economic Report.” Rather, I would like to draw your attention to 
the analytical tools—Federal statistics—without which no “Economic 
Report” could be written. 

he members of the Federal Statistics Users’ Conference are busi- 
ness, farm, labor, and nonprofit research organizations which use 
Federal statistics and are interested in their improvement. They have 
oe together because they Sees that they have a common need 
or better data to help them make more informed current decisions 
and plans for the future. 

It is rather disappointing to find no reference in the report to prog- 
ress made in developing the integrated Federal statistics program. 
You will recall that last year’s Economic Report devoted 21 pages to 
a discussion of various aspects of this program, including a rough out- 
line for long-term improvements. 

36379—59——40 
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In contrast, this year’s Economic Report notes the need for 


statistical improvements only in isolated paragraphs and does not 


focus attention on them as it did last year. 

A short balance sheet showing the goals of the long-term program 
progress made toward their achievement, and further steps prop 
for the year ahead, would be a desirable feature in each year’s report. 

Special analysis I in the budget document ae partly meets this 
need for a balance sheet. It falls short because it does not show the 
whole statistical picture. It does set out for the year ahead those im- 
provements which will require additional money. But it fails to show 
improvements which do not call for more funds and it does not show 
advances stemming from the statistical activities of the Federal Re- 
serve Board. Moreover, the budget document concentrates on the 
short term—the year past, the present year, and the year ahead—and 
fails to relate existing and proposed pee ams to long-term goals. 

Except for the press release issued by this committee’s Economic 
Statistics Subcommittee last autumn, little attenion has been given 
to improvements now being made in Federal statistics programs. 

The results of one improvement—quarterly estimates of gross na- 
tional product in constant dollars—are already available and can be 
seen in the “Economic Report.” Results of another—monthly meas- 
ures of retail accounts recelvable—should be available soon. 

Work is underway on other improvements which will provide better 
information on such widely scattered subjects as retail and wholesale 
inventories; manufacturers’ sales and inventories; new private, non- 
residential construction; hours worked and hours paid for in manu- 
facturing industries; and U.S. investments abroad. 

The Economic Report notes, but does not point up, further im- 
provements in Federal statistical programs contained in the Presi- 
dent’s 1960 budget. If approved by Congress in their present form, the 
budget proposals would result in better and more timely foreign trade 
data ; relighle information on expenditures for maintenance, repair 
and alterations of nonfarm residential property; improved consumer 
price index information; and estimates.of labor requirements for 
specific kinds of construction activity. The budget also provides for 
further developmental work on the national economic accounts lead- 
ing toward estimates of national product by industry in constant dol- 
lars and estimates of interindustry purchases and sales. 

. All of this represents progress toward the long-term goals out- 
lined in last year’s Economic Report. As users we welcome these steps 
along the long road to better statistics. We want to point out, how- 
ever, that this year’s rate of progress is slower than planned in the 
1959 budget, since not all appropriation requests were granted... If 
you will examine the 1960 budget closely you will find that many of 
the proposed improvements which it contains were originally request- 
ed last year...These reiterated requests are, in effect, a measure.of 
how far we fell short of the target this year.. We may) fall short 
again next year unless those who use statistical tools undertake the 
euateined effort that is required to explain the urgent, need for better 
ata. , 


The Federal Statistics Users’ Conference exists because its mem- 
bers consider Federal statistics important in the conduct of their 
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various activities. Since its formation in 1956 it has worked con- 
sistently for the development of a Federal statistics program of 
optimum usefulness at minimum cost. Its members are not inter- 
ested in the mere proliferation of statistics; they are interested in bet- 
ter use of existing data and favor the collection of additional data 
only when it is apparent that existing materials are inadequate. 

Some of the proposals being advanced once again are in the areas 
of national economic accounts and construction statistics. The Fed- 
eral Statistics Users’ Conference supported these proposals last year 
and continues to do so. 

The improvements proposed in the national economic accounts are 
illustrative of the kind of improvements which can be obtained from 
a fuller use of existing data. Estimates of the national product by 
industry in constant dollars. and of interindustry purchases and sales 
will supply information of great value to many different kinds of 
users without requiring the collection of additional information. 

The proposed improvement in construction statistics will require 
the collection of data we do not now have. Present estimates of ex- 
penditures for maintenance, repair, additions, and alterations depend 
to a great extent upon the imaginative use of inadequate data by 
skilled analysts. The program proposed in the President’s budget 
will provide these estimates with needed factual support. Reliable 
data are needed in this area because developments in this part. of the 
$60 billion construction industry are obviously of importance both 
to businesses which are economically affected and to other users who 
are concerned with this area as a major segment of the national 
economy. 

The Pail Statistics Users’ Conference regards construction 
statistics as so important that it is holding a conference on Federal 
construction statistics here in Washington tomorrow. This meeting 
will bring together participants representing a broad spectrum of user 
interests. It will examine the whole area of Federal construction 
statistics to determine what the content of a comprehensive construc- 
tion statistics program should be. It will describe the deficiencies in 
existing data as seen by users and will define the relative importance 
of existing gapsin information. Finally, it will examine and evaluate 
the 1960 construction statistics program in terms of the priority needs 
for information felt by users. Representatives ‘of statistics-produc- 
ing agencies will attend the conference’s opening session, and their 
presence should lead to a fruitful.exchange of views. Copies of any 
ae issuing from this conference will be furnished to this com- 
mittee. 

In dosing, I would like to express the appreciation of the Federal 
Statistics Users’ Conference for this opportunity to appear here today. 
This committee has an even longer record of consistent effort aimed at 
pits better Federal statistics than has the Federal Statistics Users’ 

onference. We hope that your efforts in this direction will con- 


tinue. Better economic intelligence is important to us both. As an 
arm of the Congress of the United States, you know how important 


these data are to you. As nongovernmental users, we know that they 
are vital to us. 


The Cuatrman. Thank you very much. 
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Roster or MemsBers, FepERAL Statistics Users’ CONFERENCE 


ASSOCIATIONS 


American Association of Advertising 
Agencies 

American Gas Association 

Chemical Market Research Association 

Insulation Board Institute 

Mortgage Bankers Association of Amer- 
ica 

National Association of Broadcasters 

National Association of Home Builders 

National Association of Mutual Savings 
Banks 

National Automobile Dealers Associa- 
tion 

National Sales Executives, Inc. 

Plumbing Fixtures Manufacturers Asso- 
ciation 

U.S. Savings & Loan League 


BUSINESS SERVICES 


Alderson Associates 

Arthur Andersen & Co. 

McKinsey & Co., Inc. 

Market Research Corp. of America 
Newmyer Associates 

A. C. Nielsen Co. 

Alfred Politz Research 

R. L. Polk & Co. 

Elmo Roper & Associates 

Standard Rate & Data Service, Inc. 
Survey & Research Corp. 

A. J. Wood & Co. 

Young & Rubicam 


FARM ORGANIZATIONS 


Cooperative GLF Exchange, Inc. 
Missouri Farmers Association 
National Farmers Union 


FINANCE AND TRADE 


Bank of America 

Bankers Trust Co. 

The California Bank | 

Chase Manhattan Bank 

Commercial Investment Trust, Inc, 
Czarnikow-Rionda Co. 

DeVegh & Co. 

Lionel D. Edie & Co., Ine. . - 

First National City Bank of New York 
Irving Trust Co. 

pe Hancock Mutual Life Insurance 
Loomis, Sayles & Co., Inc. 
Massachusetts Investors Trust Co. 
Mellon National Bank & Trust Co. 
National Bank of Detroit 

National Securities & Research Corp. 
New York Stock Exchange 

Prudential Insurance Co. of America 
Sears, Roebuck & Co. 


MANUFACTURING 


American Can Co. 

American Radiator & Standard Sani- 
tary Corp. 

American Viscose Corp. 

Armour & Co. 

Bristol-Myers Co. 

Burroughs Corp. 

Carrier Corp. 

Caterpillar Tractor Co. 

Celanese Corp. of America 

Colgate-Palmolive Co. 


_Continental:Can Co. 


Continental Oil Co. 

Corn Products Refining Co. 
Crown Zellerbach Corp. 

Deere & Co. 

Dresser Industries 

Firestone Tire & Rubber Co. 
Ford Motor Co. 

General Foods Corp. 

General Mills, Inc. 

The Gillette Co. - 

Gulf Oil Corp. 

H. J. Heinz Co. 

International Business Machines Corp. 
International General Electric Co. 
International Harvester Co. 
Johns-Manville Corp. 

The Kendall Co. 
Kimberly-Clark Corp. 

Eli Lilly & Co. 

McKesson & Robbins, Inc. 
Mead Johnson & Co. 

Merck, Sharp & Dohme 
Minnesota Mining & Manufacturing Co, 
Nationa! Blank Book Co. 
National Cash Register Co: 
Pillsbury Mills, Inc. 

Pittsburgh Plate Glass Co. 
Procter & Gamble Co. 
Ray-O-Vae Co. 

Remington Rand 

St. Regis Paper Co. 

Scott Paper Co. 

The Simmons Co. 

The Singer Manufacturing Co. 
Standard Oil Co. (California) 
Standard Oil Co. (Indiana) 
Standard Oil Co. (New Jersey) 
Stanley Home Products, Inc. 
Stromberg-Carlson Co. 

Union Bag-Camp Paper Corp. 
Union Carbide Corp. 

The Upjohn Co. 


LABOR UNIONS 


Amalgamated Clothing Workers of 
America, AFL-CIO 

Brotherhood of Railroad Trainnien 

Communications Workers of America 

Industrial Union of Maritime & Ship 
building Workers of America 
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RosTeR oF MEMBERS, FEDERAL Statistics Users’ CoNFERENCE—Continued 


LABOR UNIONS—Ccontinued 


Industrial Union Department, AFL- 
cIO 

International Assocjation of Machinists 

International Brotherhood of Electrical 
Workers 


International Brotherhood of Team- 


sters 

International Ladies’ Garment Workers’ 
Union 

International Union of Brewery, Flour, 
Cereal, Soft Drink & Distillery Work- 
ers of America 

International Union of Electrical, Radio 
& Machine Workers 

Retail Clerks International Association 

Textile Workers Union of America 

United Association of Journeymen & 
Apprentices of the Plumbing & Pipe- 
Fitting Industry 

United Auto Workers 

United Rubber, Cork, Linoleum & 
Plastic Workers of America 

United Steelworkers of America 

United Textile Workers of America 


NONPROFIT RESEARCH ORGANIZATIONS 


Advertising Research Foundation 

American Marketing Association 

Brookings Institution 

Committee for Economic Development 

National Association of Housing & Re- 
development Officials 

National Planning Association 

Twentieth Century Fund 


PUBLIC UTILITIES AND TRANSPORTATION 


Consumer Power Co. 
New York State Natural Gas Corp. 
The Pennsylvania Railroad Co. 


PUBLISHING 


Advertising Publications, Inc. 
Architectural Forum 
Associated Business Publications 
Curtis Publishing Co. 

Farm Journal, Inc, 

Look Magazine 

McGraw-Hill Publishing Co. 
Meredith Publishing Co. 
Sales Management, Inc. 
Time, Inc. 

U.S. News Publishing Co. 


OFFICERS 


Chairman: Ralph J. Watkins, Brookings Institution 
Vice chairmen : 


Vincent A. Perry, General Foods Corp. 


John A. Baker, National Farmers Union 


Peter Henle, AFL-CIO 


Secretary-treasurer : Ralph L. Gillen, McKinsey & Co., Ine. 


BPxecutive secretary: Roye L. Lowry 


TRUSTEES 


Business group: 


Harold P. Alspaugh, Standard Rate & Data Service, Inc. 


Robert J. Eggert, Ford Motor Co. 


Vincent A. Perry, General Foods Corp. 
Stuart A. Rice, Surveys & Research Corp. 
Charles W. Smith, McKinsey & Co., Inc. 

Farm group: 
John A. Baker, National Farmers Union 
Robert B. Child, Cooperative GLF Exchange, Inc. 

Labor group: 
Solomon Barkin, Textile Workers Union of America 
Charles Donahue, United Association of Plumbers & Pipe-Fitters 
Peter Henle, AFL-CIO 
Lazare Teper, International Ladies Garment Workers Union 
Nat Weinberg, United Auto Workers 

Nonprofit group: 
Gerhard Colm, National Planning Association 
Ingrid Kildegaard, Advertising Research Foundation 
Herbert Stein, Committee for Economic Development 
Howard L. Stier, American Marketing Association 
Ralph J. Watkins, Brookings InstitutioaA 
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(The following was subsequently submitted for the record::) 





REPORT ON CONGRESSIONAL ACTION ON APPROPRIATIONS FOR FEDERAL STATISTICAL 
RAMS 





Congressman Richard Bolling (Democrat, Missouri), chairman of the Sub- 
committee on Economic Statistics of the Joint Economic Committee, released 
today the attached statement on appropriations for fiscal 1959 for the Federal 
Government’s statistical program. This statement, which was. prepared by 
the Office of Statistical Standards of the Bureau of the Budget, is based on 
“Special Analysis I’ of the 1959 budget document. “Analysis I,” which was 
developed at the request of the Subcommittee on Economic Statistics for inclusion 
in the President’s annual budget, presents in summary fashion the budgets for 
Federal economic statistical programs. 

In commenting on the comparison of final congressional action with the recom- 
mended program as set forth in the President’s budget, Congressman Bolling 
said: 

“In view of the need for additional statistical information for making sound 
and timely economic decisions which has been revealed by the investigations of 
the Subcommittee on Economic Statistics, it is indeed gratifying that Congress 
has made available for statistical programs an increase of $757,000 over the 
sum available in fiscal 1958. About $650,000 of the increase for fiscal 1959 in 
appropriations for statistical programs was made for items recommended in 
the budget to provide for an integrated program of improvements in current 
economic statistics. Even though the increase allowed falls short of the $15 
million increase requested, it still will make possible significant progress on 
the integrated program as the attached review of the various programs indicates. 

“It is particularly gratifying that funds will be available for the preparation 
of quarterly estimates of GNP in constant dollars and for a limited amount 
of other work associated with the national economic accounts. Increases in 
funds also will enable progress to be made in several other programs where the 
subcommittee has found a pressing need for improvements in both the quality 
and scope of data. 

“This year’s action on funds for the Federal statistical programs is encouraging 
evidence of the development of an adequate and integrated Federal statistical 
program. Both private and public users of economic data will, I am sure, joim 
with the subcommittee in expressing the hope that in the forthcoming year it will 
be possible to make even further progress.” 




















EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., September 5, 1958. 
Hon. RIcHARD BOLLING, 
Chairman, Subcommittee on Economic Statistics, Joint Economic Committee, 
U.S. Congress, Washington, D.C. 


My Dear Mr. Bottine: In response to your request of August 22, I am enclos- 
ing a summary analysis of the statistical programs contained in the 1959 budget 
document, in “Special Analysis I.” The analysis shows the amounts available 
in 1958, the request for 1959, and the amount available in 1959, with special 
reference to the improvements in current economic statistics in which the Joint 
Economic Committee has been interested. 

Sincerely yours, 



















RayYMOND T. BOWMAN, 
; Assistant Director for Statistical Standards. 






1959 APPROPRIATIONS FOR PRINCIPAL STATISTICAL PROGRAMS 
I. CURRENT PROGRAM 


The budget estimates for 1959 included about $34,750,000 for the principal cur- 
rent statistical programs of the Federal Government, as described in “Special 
Analysis I” of the 1959 budget document. Final action on these appropriation 
requests allowed $33,633,000—an increase of $757,000 over 1958 but a reduction 
of $1,115,000 from the budget estimates. 

The amounts available for 1958, the requests for 1959, and the amounts avail- 
able for 1959 are shown by agency and by broad subject areas in the accompanying 
tables. Both tables show totals for 1958 and 1959 with and without adjustment 
for the pay increase enacted in June, retroactive to January 1, 1958. For pur- 


poses of comparability, the separate program and agency figures are shown with- 
out adjustment to the new salary base. 
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The Subcommittee on Economic Statistics of the Joint Economic Conimittee 
has been particularly interested in the proposals included in the 1959 budget ree- 
ommendations for an integrated program of improvements in current economic 
statistics. The increases recommended for these projects totaled about $1.5 mil- 
lion. Final action on the 1959 appropriations reduced this amount to about 

,000. 

va. proposals comprising this integrated program were included in the 1959 
pudget. estimates of the Bureau of the Census and the Office of Business Eco- 
nomics in the Department of Commerce and the Bureau of Labor Statistics in the 
Department of Labor. A brief summary of the proposals, indicating the amounts 
requested and the amounts which will be available in 1959, is given below. The 
figures refer to the estimated costs of the specific proposals, and do not take into 
account various adjustments reflecting savings and minor shifts within alloca- 
tions. 


Bureau of the Census 


Increases totaling $975,000 for projects included in the overall program for im- 
proving economic statistics were the major part of the Census Bureau’s requested 
increase of $1,038,200. The increase allowed for the Bureau was reduced to 
$168,200. This increase supplemented by $235,800 anticipated as a result of non- 
recurring costs, introduction of efficiencies, and other reductions in costs from 
1958 will permit a start to be made on a number of the projects proposed for 1959. 

In the area of production and distribution statistics, increases totaling $375,000 
were requested: $100,000 to expand existing retail and wholesale inventory 
surveys and provide estimates of inventories for key commodities; $100,000 to 
initiate a monthly survey to provide reliable estimates of service trade re 
ceipts ; $100,000 to obtain a monthly measure of accounts receivable (consumer 
credit) for retail trade; and’ $75,000 to improve the monthly industry survey of 
manufacturers’ sales, inventories and new orders. As a result of the reduction 
in the budget estimate, less than 60 percent of the amount requested for these 
projects will be available in 1959. With the funds which are available, improve- 
ments are being initiated in the monthly industry survey of manufacturers with 
the objectives of increasing its accuracy, achieving prompter release of the- 
data, and providing more detailed figures classifying sales and inventories by 
major product classes. Work will also be started, although on a more limited 
basis than planned, on the projects for developing retail and wholesale trade 
inventory estimates for some key commodities and for developing monthly meas- 
ures of retail accounts receivable. No work is planned this year on collection 
of data on service trade receipts. 

In the area of construction statistics, an increase of $500,000 was requested 
to make a quarterly survey of expenditures on additions, alterations, mainte- 
nance, and repairs of residential properties and to develop a survey of such ex- 
penditures for nonresidential properties; and to conduct surveys to improye 
the reliability of the monthly estimates of total construction activity. Only 
about one-fourth of the increase requested will be available. A start will be 
made on a data collection program to improve estimates of new private nonresi- 
dential construction. 

In the area of improving statistics for the national accounts, an increase of 
$100,000 was requested to initiate sample surveys to provide quarterly estimates 
of State and local government revenue, expenditure, indebtedness, and financial 
assets. No funds will be available for this project in 1959. 


Office of Business Economics 


The increase of $282,000 in the 1959 budget estimate for the Office of Business 
Economics was reduced by congressional action to $115,000. The proposed in- 
crease was designed to provide for the following projects: $202,000 for several 
specific projects to extend and improve the national income accounts; $20,000 
to restore the quarterly reports on business births and deaths; $50,000 to pre- 
pare a survey of U.S. private investments in foreign countries (for the 
first of a 2-year program) ; and $10,000 for publication of the 1959 Business 
Statistics Supplement to the Survey of Current Business. 

For the improvements proposed in the national income field, the increase 
allowed for 1959 will permit the Office of Business Economics to complete the 
preparation of quarterly estimates of gross national product in constant dollars, 
and to initiate a limited amount of work on the preparation of net output meas- 
ures and on the estimation of purchases and sales, by industry. It will not be 
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possible in 1959 to establish a separate research staff, as recommended by the 
National Accounts Review Committee, to work on basic conceptual and strue 
tural problems in the national accounts. 

With the increase allowed for 1959, the Office of Business Economics has also 
initiated work on the survey of foreign investments—the first since a 
will publish the 1959 edition of “Business Statistics.” 


Bureau of Labor Statistics 


Of the $372,000 increase in the 1959 budget estimate for the Bureau of Labor 
Statistics, $285,000 was requested for projects which were part of the integrated 
program for improving economic statistics; $100,000 for specific improvements 
in the area of wholesale and retail price statistics, including improvements in 
the quality of price data (particularly wholesale prices for industrial equipment, 
machine tools and other capital goods) and development of improved price de 
flators; $100,000 for 3 additional projects on statistics of employment and 
hours of work; and $85,000 for expansion of productivity estimates to additional 
industries and industry sectors. Congressional action allowed the Bureau of 
Labor Statistics a total increase of $224,500 out of the $372,000 requested for 
1959. 

In the area of price statistics, the additional $100,000 requested will be avail- 
able in 1959 but part of the increase will be used for projects recommended by 
the Congress which had not been included in the 1959 budget estimate. The list 
of commodities priced for the “Wholesale Price Index” will be expanded, with 
emphasis on series related to capital equipment, and a quality control program 
will be initiated to provide a more adequate review and evaluation of prices cur- 
rently collected at the primary market level. Attention will also be given to = 
provement of prices collected for the “Consumer Price Index,” 
the medical care component. Work will continue on the city worker’s phe 
budget and on a budget for elderly couples. 

In the area of labor statistics, about one-half of the $185,000 increase re 
quested for additional detail in employment and hours series and for extension 
of productivity estimates to additional industries will be available in 1959. An 
annual survey will be initiated to determine the relationship between “hours paid 
for” and “hours worked” in manufacturing industries. Collection of information 
on nonproduction workers in manufacturing industries will either be postponed 
or undertaken on a very limited basis, and extension of the employment series 
to important nonmanufacturing industries will not be possible in 1959. Some 
new studies of trend and technological factors will be undertaken in the produc 
tivity program, but will probably be limited to two-digit industries. 


II. PERIODIC CENSUS PROGRAM 
For the periodic census programs, all of which are conducted by the Bureau of 
the Census, final action allowed $14,350,000 of the $14,695,000 requested, as shown 
in the following tabulation : 


{In thousands. Figures exclude pay increase adjustments] 


1958 appro- | 1959 budget | 1959 appre 
priation estimate peiaiiee 


“1958 Censuses of Business, Manufactures, and Mineral 
Industries” $7, 300 $7,000 
aan Corre ot of Population : and Housing” and ‘1959 Census 


of Agri , 7, 000 
395 350 


14, 350 
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1957 Census of Business, Manufacturcs, and Mineral Industries 


Collection of information for the 1958 economic censuses will begin early in 
calendar year 1959. The $7 million appropriation for fiscal year 1959 will 
provide for the printing, mailing, and collection of most of the report forms 
and these censuses, and for some of the editing which will be started as the 
schedules are returned. Funds for completion of editing and for tabulation 
and printing of the reports will be requested for fiscal years 1960 and 1961. 


1960 Censuses of Population and Housing and 1959 Census of Agriculture 
Intensive preparatory work for the 18th decennial census, which includes the 
censuses of population, housing, and agriculture, was started in fiscal year 1958 
and will continue in 1959. An objective in these censuses is to achieve faster 
release of tabulated results through extension of sampling and by use of elec- 
tronic equipment for processing and tabulating the returns. The $7 million 
appropriated for fiscal year 1959 provides for final determination of the questions 
to be asked and procedures to be employed, preparation of enumeration maps, 
printing of questionnaires and related forms, and field testing of procedures 
and schedules. It also includes about $2.1 million for completion of the purchase 
of the major components of electronic equipment needed for rapid and economical 
sing of census results. The cost of these censuses, including preparatory 
work, will spread over 6 fiscal years. 


1957 Census of Governments 


The total cost of the 1957 Census of Governments was originally estimated at 
$2.1 million. An apropriation of $1,750,000 was made in fiscal year 1957, of 
which about $1,650,000 was obligated in fiscal years 1957 and 1958. For fiscal 
year 1959 a final appropriation of $395,000 was recommended—the balance of 
$350,000 for the total estimated cost of the census plus $45,000 required by legis- 
lation enacted since the time of the original estimate, such as direct agency 
contributions to the civil service retirement fund. The appropriation of $350,- 
000 made will be used to complete processing phases and to tabulate and publish 
the final results. 


TABLE 1.—Appropriations or allocations for principal current statistical 
programs, by broad subject areas 


{In thousands] 


1958 appro- | 1959 budget | 1959 appro- 
priation estimate priation 


Labor statistics 3 #7, 237 7, 421 | 
Demographic statistics 4, 396 4, 540 
Prices and price indexes 3, 218 3, 324 
Production and distribution statistics 12, 653 13 219 
Construction and housing statistics 753 1, 233 
National income and business financial accounts 4, 619 5,010 

Total, excluding pay eens adjustment 32, 876 | 34, 748 
Estimated pay increase adjustment 1,173 2, 896 


Total, including pay increase adjustment 34, 049 37, 644 


1 Includes $100,000 not included in budget estimate. 
Note.—Detail will not necessarily add to totals because of rounding. 
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TABLE 2,—Appropriations or allocations for principal current statistical 
programs, by agency 


{In thousands] 
























Agency 





1958 appro- 
priation 


1959 budget 


1959 appro- 
estimate 


priation 

















Department of Agriculture: 





Agricultural Marketing Service: 
Economic and statistical analysis..._..........-.-..--- $1, 536 $1, 535 $1, 535 
Crop and livestock estimates... ............-.--..--.-- 5, 576 5, 576 15, 676 
Agricultural Research Service: Farm economics research 2, 709 | 2, 709 | 2, 709 
Department of Commerce: | { 
Bureau of the Gensus. - .. 2) 22522. S23- shes asoieee- shee 7, 882 | 8, 920 | 8, 050 
Business and Defense Services Administration: Con- | | 
ET OS TAS PLES ASR Le 142 | 160 | 160 . 
Office of Business Economics. -___-____..-.2----222.--- 2. 1,035 | 1,317 | 1, 150 
Department of Health, Education, and Welfare: | 
Office of Education; Research and statistical services -.. --- 583 597 | 597 
Public Health Service: } 
National Office of Vital Statistics. _........-....-.--2- 1, 513 | 1, 513 1,513 
Public health methods and reports_...........---.-..- j 1, 800 | 1, 936 } 1, 
Department of Labor: Bureau of Labor Statistics. —_-_...-.-- 7, 200 | 7, 572 | 7, 
Treasury Department: Internal Revenue Service: Statistical 
RS es ee a eee ee 2, 500 | 2, 500 | 2,500 
Federal Trade Commission: Financial reports. .............-- 210 | 210 | 210 
Securities and Exchange Commission: Section of Economic i { 
cae SO eee alee ee ee 202 


Total, excluding pay increase adjustment .______......-- } 3 34, 748 } 
Estimated pay increase adjustment | 1,173 2, 896 | 2, 896 













Total, including pay increase adjustment. -___......._--- 34, 049 37, 644 | 36, 559 





1 Includes $100,000 not included in 1959 budget estimate. 
Note.—Detail will not necessarily add to totals because of rounding. 


The Cuairman. The discussion will be continued by Mr. Ralph 

Bradley, State president of the Illinois Farmers Union, representing 

the National Farmers Union, both a constituent and a friend of mine. 
Glad to have you with us. 








STATEMENT OF RALPH BRADLEY, STATE ‘PRESIDENT OF THE 
ILLINOIS FARMERS UNION, REPRESENTING THE NATIONAL 
FARMERS UNION 


















Mr. Braptey. Thank you, Senator Douglas. 

As the chairman has said, I am standing in for John Baker, legis- 
lative representative of the Farmers Union, and I have a prepared 
statement which I would like to read. 

The President’s 1959 Economic Report is a distinct disappoint- 
ment, if measured against our national needs and challenges. 

It does not provide leadership or challenge to the American econ- 
omy to do what it must and can do in the year ahead. 

The President’s Economic Report proposes no way, except rela- 
tive stagnation, to stop administered price inflation. 

The Economic Report recommends measures that- will further 
reduce, not improve, farm family income and that will increase, not 
reduce farm family cost of production and cost of living. 

The 1959 Economic Report sets no goals or quotas for employ- 
ment, income, consumption, or production, as appear to be clearly 
required by the Employment Act. 

The report sets no forward-looking goals or guides for farm family 


income; none for the production, consumption, and exports of farm 
commodities. 
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The report contains no recommendations of means to eliminate 
rural, or urban, poverty. No mention is made of needed programs to 
insure that temporary unemployment or low income shall not be a 
bar to adequate nutrition in this Nation of abundant food production. 

The report appears, implicitly, to be complacent about an annual 
economic growth of no more than the population increase. Whereas 
it is our conviction, that the Nation should follow policies that will 
bring about an annual real economic growth of at least 5 percent of 
the previous year’s gross national product. 

Measures to reduce chronic unemployment and underemployment 
are mainly honored by their omission from the report. 

The report is quite inadequate in its recommendations concerning 
housing, health services, social security, public assistance, and Fed- 
eral aid to school construction, to proper teachers’ salaries, and to 
scholarship loans and grants. . 

While we are not experts in the field of national and free world 
defense expenditures, all fear that the emphasis in the report, on 
budget balancing, and “other slowdown techniques” as a way of com- 
bating administered price inflation has probably resulted in timid 
shortsighted goals as to how much the Nation should and can do in 
defense and foreign economic aid. 

We welcome the recognition that the food produced by our farms 
can and should be used as a vibrant instrument for peace and free 
world economic growth. We regret, however, that the report places 
emphasis in this regard on disposal of past accumulations in Gov- 
ernment ownership of so-called surpluses rather than upon imagina- 
tive use of abundant production in future years of which American 
farms and farm families are efficiently capable of providing. 

We are refreshingly surprised with the official evidence placed in 
the report of the acknowledged failure of the Farm Bureau flexible 
farm policies carried out over the past 6 years by the administration. 

We are alarmed and saddened, however, that the only recommenda- 
tions the President makes to correct the failure of his farm policy is 
to recommend even more of the same. 

As members of the committee know, the flexible farm policy has 
been designed to and did lower support levels for farm commodities 
from year to year. This was claimed to be needed to correct and elimi- 
nate the bad effects of so-called high rigid price supports. 

The flexible farm policy has failed its stated purpose to reduce 
retail prices of food to consumers. Instead the index of retail food 
prices 1s up about 7 percent. 

The administration’s freedom farm policy has failed its stated pur- 
pee to raise farm family income. Instead, farm net income is down 

y nearly one-fourth. ' 

The administration’s farm policy of lower and lower supports has 
failed its stated purpose to reduce Government costs of the farm 
program, Instead, budget: expenditures. of the Department of Agri- 
culture are not only at a record high but are more than five times as 
meh as before inauguration of the flexible farm policy. 

The administration’s flexible farm policy has, Secs very severely 
failed its stated objective to reduce the volume of farm commodities 
in Government ownership. As the President himself points out, Gov- 
ernment stocks will be at an alltime record high in July 1960, almost 
10 times as great as on inauguration day of 1953. 
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We urge Congress to reject the President’s recommendations to 
increase REA interest rates, to impose additional unfair taxation 
on farmer cooperatives, and to reduce appropriations for conserva- 
tion and farm ownership, housing and electrification loans. 

The cause of family farmers all over the land will be severely 
weakened if Congress should, as we do not believe it will, accept the 
President’s recommended abandonment of the parity concept. To 
urge adoption of price-support levels at from 10 to 25 percent below 
market prices as the President has done is tantamount to recommend- 
ing that the programs be abolished completely. 


We urge the Congress, instead of accepting the President’s economie 


recommendations, to make its own studies and to move toward adop- 
tion of the measures that will underwrite a policy of growth, strength, 
and expansion. 

Con should move with all deliberate to enact, over a veto, 
if shat Bacomnes necessary, a comprehensive farm income improvement 
measure to replace the existing downward sliding farm income policy. 

In 1957, the light major retail food chainstores averaged over 14 
percent return, after taxes, on stockholders’ equity for investment risk 
and entrepreneurship, after paying fairly adequate wages and high 
management salaries. 

Is it asking too much that farmers be able to do the same, before 
taxes? Or should we abandon, as the report recommends, the time- 
honored idea of farm parity that farmers should be enabled to earn 
and receive a fair share of the national income? 

We shall work with the Congress through the coming months to 
develop and enact a Federal farm program that will enable family 
farmers to earn and receive a return on their labor, farm investment, 
risk, and management equavilent to the returns earned on similar 
productive resources in other segments of the economy. 

That concludes our presentation. 

The Cuamrman. Thank you very much. 

The discussion will be continued by Roy Battles, assistant to the 
master of the National Grange. 


STATEMENT OF ROY BATTLES, ASSISTANT TO THE MASTER, THE 
NATIONAL GRANGE 


- Mr. Barrizs. My name is Roy Battles, and I am assistant to the 
master of the National Grange. 

The Grange appreciates the courtesy extended by this committee 
and its chairman—the courtesy of being permitted to participate in 
= panel and to offer comments concerning the “President’s Economic 

port. 

It is entirely appropriate—in fact, commendable, we think—that the 
President should have devoted a material portion of his 1959 Eco- 
nomic Report, as he did, to an analysis of the current recession and 
the programs used to attempt to end that recession. he 

The President reviewed in detail his appraisal of the economic 
factors that led up to the recession, what happened during the reces- 
sion, how the tools provided by Congress over the years were used in 
an effort to end it, and the results obtained. 

While this — is mostly a matter of opinion, it is, nevertheless, 
highly valuable. 
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At a Nation, we must learn all we can about how to achieve eco- 
nomic stability—stability against marked degrees of deflation as well 
as inflation. The President’s report will help us with that under- 
standing. Pevbial 

A maximum degree of understanding is necessary due to the fact 
that the consequences of either material inflation or anything like a 
major depression in our time—in a time when our national society and 
economic climate is extremely complex; when people in groups are 
almost fully interrelated oe specialized—one dependent upon the 
other—would pose problems of a major magnitude. 

At this stage of our national history, furthermore, we of the 
Grange are much encouraged by the fact that both the Congress and 
the executive branch of Government—along with the private sector 
of our economy—have prevented the post-World War II recessions 
from degenerating into depressions. We could argue a jong time 
about what mich ave been in terms of potential gross national prod- 
uct, et cetera, but the fact remains that since VJ-day we have had 
three recessions—the recessions of 1948 and 1949, the 1953 setback, 
and, of course, the one from which we are just now recovering.. Un- 
like the depression beginning in 1929—which, by the way, began 
much earlier in agriculture—these three periods of declining economic 
activity have not precipitated a major depression. 

Whether or not we collectively have the brains, the mechanisms, 
and the capacity to prevent, future periods of adjustment from getting 
out of hand, we do not know. But one thing is sure; we must learn 
all we can as we go along’in order that we may handle this matter 
of economic stability and growth with a maximum of intelligence. 

It is evident, meanwhile, that we either do not know how to control 
inflation or we aren’t willing or able to effectively do the job. Since 
World War II, for instance, using the 1947-49 period as 100, the 
wholesale price index now stands at 119." Based on this period, how- 
ever, the wholesale food price index in 1958 averaged only 95. This 
means that if wholesale food prices had moved upward instead of 
downward in the same relationship with other products, the general 
price index would not now stand at 119 but at 126. It is apparent 
that wholesale prices have on the average advanced 20 percent in the 
last 10 or 12 years, and that they would have moved upward 25 

rcent if food had not lost so much price ground.during that. period. 

is is a sizable amount of devaluation in what a dollar will buy. 
It has cut materially the level of living, the worth of nonproperty 
savings, and the potential buying power of huge blocks of Americans. 

Last year before this committee we heard inetuatty and labor blame 
each other for the wage-price spiral, and this buckpassing continues. 
As rural people, as heavy users of the products of business and labor, 
as a ent of the economy that is unable to pass on to consumers 
the added costs of ever-rising prices of production and marketing 
supplies and services, this is rapidly becoming a monotonous story. 

t is clearly apparent also that Government—both the Congress 
and the executive branch—has a vital part to play in a stable economy 
with a dollar that maintains its value over the years. 

And a balanced budget is unquestionably an important factor in 
maintaining that stability. : 
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We of the Grange do not intend to get into the current controversy 
as it relates to a balanced Federal budget since we simply do’ not 
know at what level defense expenditures should be maintained at 
this time. 

One thing is sure, however, and that is that in normal times—in 
fact, if at all possible at all times—it makes good sense to lower taxes 
and/or increase governmental expenditires during periods of reces- 
sion or worse snd maintain existing tax levels—cut Federal expendi- 
tures and pay off debt during periods of prosperity such as the one 
we now seem to be heading into. 

Turning now to those sections of the President’s Economic Report 
that have to do with agriculture, farmers know full well that a vigor- 
ous state of health in the total American economy is a definite 
prerequisite for the economic health of the Nation’s agriculture. We 
also know full well that unhealthy economic conditions on the land 
represent a dead rocklike weight on the total that is America, thus 
preventing the Nation from reaching anything like its total potential 
in terms of economic activity. 

The President analyzes well the farm situation and the necessity 
for a new approach to the solution of the:problem. We agree that the 
cost of ony stabilization programs must be drastically lowered. We 
agree that the Government must be largely eliminated from the 
American scene as a market place for surplus farm commodities. 

at do not agree with the implications in the President’s report 
that— 

1. Price-support programs for basic crops have caused most of the 
surplus production ; : . : 

2. The 2.2 million so-called commercial farmers are doing well 
financially on the average; and 

3. All we have to do to solve the problem is to lower the level of 
price support. 

In short, the President’s analysis of the farm problem is objective 
and reasonably accurate and realistic—with the above exceptions—but 
is greatly disappointing in that it offers no real solution to the prob+ 
lem— either now or over the next several years. 

It is our opinion that by merely lowering the level of price supports, 
as the President suggests in his special farm message, will not now 
nor in the immediate future sufficiently increase consumption or de- 
crease production to solve the problem, not that lower prices for some 
commodities are not desirable. The problem is that the President 
offers no means of preventing these lower prices from bankrupting 
many farmers and putting thousands of others several notches lower 
on the economic level of living totem pole. 

It is the position of the Grange that’ we need commodity programs, 
with ‘the help of Federal enabling legislation where necessary, that 
will place in the hands of farmers some reasonable degree of effective 
control over their own marketing. , 

We need programs which place the responsibility for surpluses in 
the hands of producers themselves. . We need programs that will en- 
able price to perform its function and at'the same time protect farm 
income.’ We need: programs'that will enable farmers to cope with 
ever-rising production and marketing costs.’ We need programs that 
secure income for farmers from consumers—not from taxpayers. We 
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need programs that will enable farmers to continue to produce and 
market better products more efficiently. We need programs that are 
tailored to serve the peculiar needs of individual commodities. We 
need programs that prevent a small surplus from setting the price of 
the total output. 

In short, farmers want and need the same sort of economic power 
enjoyed by organized labor and most industries. They need and want 
bargaining position that they do not now have. They want and need 
stoduce-mnaitagied marketing machinery, 

Sometimes these powers can be achieved voluntarily, but more often 
farmers will need the power of Government to provide the framework 
in which to acquire them. 

No one has all of these programs ready and perfected, but we have 
some of them well developed. Had we started perfecting these mecha- 
nisms a few years ago, we would not now face this crucial problem. 
It is deplorable that we have lost so much time in a useless, fruitless, 
academic argument. . 

We need national experience. There is no quick or easy way out of 
this present agricultural dilemma. We feel that the right road is the 
self-help, self-financing road, and we feel that farmers are ready 
to take this road, provided we can get the machinery to do the job. 

I would remind you that the sugar program is working well; that 
the lamb and wool program is also working well, and that the market- 
ing agreement approach for several of the specialized crops has worked 
well for many years, 

We have a dairy self-help stabilization program well developed. 
The same is true of a program developed by the turkey growers.” The 
domestic parity, or certificate tg nena for wheat and rice is a similar 
approach and is well developed. Others are in the making. 

T should like to conclude by saying that it is our hope that the 86th 
Congress will assume the general philosophy that farmers need mech- 
anisms to enable them to help themselves, and that the self-help ap- 
ioc is the best and wisest approach to one of the Nation’s most 

otty problems—namely, the farm problem. 

Thank you very much. 

The CuarrmAn, Do you publish the details of these new programs, 
such as the dairy self-help, and for turkey growers, wheat, and rice? 

Mr. Barries, Yes, Senator. They have been introduced here as 
bills in each case—the dairy program last year and again this year, and 
the turkey program. And, of course, the domestic parity plan’ for 
wheat was passed by both Houses of the Congress and vetoed by the 
President 2 years ago. 

The CratrMan. I understand that fundamentally you propose for 
see and rice a two-price system with a lower price abroad than at 

ome. 

Mr. Barres. It is really, Mr. Senator, a one-price system, allowing 
price to perform its function and then building income to farmers on 
their share of the domestic consumption for food of wheat for each 
farmer by way of a cashable or negotiable certificate which would be 
paid for the processors of wheat and in turn passed: on to the con- 
sumer. ‘This certificate would be the means of raising income to wheat- 
growers over and above the price that they received in the market~ 
place on their share of the domestic consumption for food. 
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The Carman. Thank you. 


I am very happy to welcome you, Mr. Rettig, representing the Na- 
tional Independent Union Council. 


STATEMENT OF ROGER M. RETTIG, PRESIDENT, NATIONAL 
INDEPENDENT UNION COUNCIL 


Mr. Rerric. Mr. Chairman, at this hearing I will present the posi- 
tion of the National Independent Union Council as president. ap 
also president of the Electrical Workers Independent Union in St. 
Louis, Mo. We maintain our national council headquarters here in 
Washington. ; 

When appearing before this committee on the Economic Report, 
we wish to stress the im ce of the independent labor movement, 
Of the more than 65 million gainfully employed people in this coun- 
try, more than 50 million are presently represented by independent 
unions or as yet unorganized. Most of the unions we represent, and 
for whom I speak today, are unions where the officials are elected 
directly by the employees in a particular shop, factory, craft, or in- 
d where they work. Most of the representatives of these uni 
including pean are men and women who have worked on the job 
themselves and who are still in direct contact with the members, 

In our relationship to the economic situation in this country, and 
to the organized labor movement, our position could be compared 
with the thousands of small businessmen in this country and their 
position as compared with the representatives of the giant corpora- 
tions. 

We note with interest that the President has given his analysis of 
the 1957-58 economic situation, including the recession which was s0 
evident and painful for the members of our unions, who work for a 
living or were laid off, when we appeared before this committee last 
year. Now that there are signs of improvement we believe it is time 
to analyze the reasons and to give credit where credit is due. Also 
to take necessary measures to bring about an improvement in this 
situation in preparation for the next unfavorable cycle. 

The first: significant factor of stabilization, that prevented the re- 
cent recession from becoming more acute, was undoubtedly the fact 
that union contracts in effect provided insurance of rates o , Tea- 
sonable hours, and the consequent elimination of panic which always 
results when companies start slashing hours and wages and permitting 
one enplage to underbid another in quest of a job due to temporary 
unemployment. Elimination of this inhuman competition can be 
credited largely tothe seniority provisions of union contracts, 

Other contributing factors that prevented the recession from be 
coming a crushing avalanche of depression resulted from unemploy- 
ment compensation, old-age assistance, and social security. 

Likewise, the many pension and welfare funds, made available as 
a. result of union contract negotiations, have been helpful in prevent- 
ing greater depression as well as a lifesaver to those no longer em- 


ployed. ! 

i will show that organized labor has always been the strong- 
est advocate of these objectives, They have been. accomplished in 
spite of the strenuous objections of many business people who now 
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benefit from stabilization directly related to contract negotiations 
and social legislation. We need only refer to previous conditions, 
that resulted in recessions or depressions, to verify these facts. This 

erience should be sufficient to obtain the full support of both 
labor and management in making further improvements. The op- 
portune time for such action is at hand. Unfortunately, the tone 
of many business spokesmen at this time indicates they will oppose 
the very measures have helped to save them from a more serious 
crisis as recently indicated. Therefore, we must call upon our Sena- 
tors and Representatives in Congress to take the necessary measures 
to protect the Nation’s economy. This Economic Committee is the 
logical starting place for a program that will provide that action and 

result in the greater protection to all Americans. 

On page 14 of his report, the President refers to consumer demands 
as a most significant factor in the resistance of the economy against 
recession. On page 15 specific reference is made to union leaders and 
the wage increases that are the result of negotiations with manage- 
ment. Sober reflection will indicate, to any reasonable person familiar 
with the facts, that increased incomes are necessary in order to expand 
this consumer demand. To make it a reality that will work “two 
ways,” without giving consideration to these facts would be to ignore 
the best interests of all workers and their dependents. | Since the cost 
of living continued to increase during the so-called recession despite 
heavy unemployment. and shorter workweeks, this emphasizes the 
necessity for further analysis and corrective action. Meaning, of 
course, reduced overtime and the drastic reduction in jobs and oppor- 
tunities for advancement to higher paying classifications. 

Now that farm prices are falling, certainly the farmer should not 
be blamed for the continuing high cost of living. Under these circum- 
stances this phase of the national economy must receive fair con- 
sideration and assistance as needed. Affiliates of the National In- 
dependent Union Council have long recognized that the workers’ 
welfare is closely alined with that of the small farmer and the agri- 
cultural worker in this country. We continually seek to seeneibaa 
these bonds. 

Before placing the blame on labor, for certain alleged inflationary 
trends, it would be wise to consider the facts with respect to other 
economic interests. For example: Recent reports indicate that profits 
and dividends are now rebounding much more briskly from their 
sharp decline than is unemployment. Almost unnoticed, says one 
sateen, is this roller-coaster-like move of profits, has been the 
unshakable steadiness of corporate dividends. While many firms 
trimmed payments, enough increases were voted by others, and enough 
companies decided reserve justified unchanged payments even though 
earnings had fallen, to keep the flow of dividend checks to American 
investors at about the same pace in 1958 as in 1957, During both of 
these years, as you know, the recession in business took place and so 
many workers were laid off. The report also makes reference to 
“stocks and prices.” It is common knowledge that stock prices have 
gone up almost nine times as fast as the dollar has depreciated in the 

ast decade. Much of this occurred during the business recession. 

tat is the startling conclusion that leaps out of a chart drawn vx 
this statistical reporting service. . Use of the same 1947-49 base period, 
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as the Bureau of Labor Statistics uses for its““Consumer Price Index’ 
shows that the Dow, Jones average of 30.industrial stocks had climbed 
by the end of the year to more than 310 percent of its base, while’ the 
consumer prices have risen only 123.8. ‘9 

We do not claim to be infallible authorities on the meaning ofval] 
aspects of these facts. However, we suggest: careful consideration of 
them when attempts are being made to legislate morals for labor. “We 
doubt that it can ever be accomplished by legislation for any group) 
However, there is evident necessity for establishing some ethical prae: 
tices to regulate business concerns when moving or closing their plants 
in certain localities. Especially when this action leaves the local 
economy destitute simply because the company is induced to locate 
their operations elsewhere due to substandard wages, tax, or similar 
advantages. By this procedure the company often shirks their re- 
sponsibility, to the older employees as well as the community largely 
responsible for the original success of the company. ‘a 

More attention must be given to curtailing the importation of cheap 
foreign-made products which constitute such unfair competition for 
American workers and business. 

We recognize that there is merit and logical argument for freedom 
of trade between the nations. We also realize that economic aid 
should be given to free nations of the world in order that they might 
raise their standards of living. But we do not believe that this aid 
should be rendered to the extent that it will weaken the economy of 
this Nation and lower the standards of living of our people. Hard-+hit 
industries include automobile, textile, meat and food products, paper, 
steel, porcelain, petroleum, and others, including the electrical aa 
try, in particular. 

To illustrate: Our economy and our national defense are dependi 
on electrical energy. Electrical energy cannot be produced and dis- 
tributed without turbines and transformers and other related equi 
ment. Such equipment is produced, in this country, by workers W 
have acquired special skills through long experience. A_ large part 
of the cost of such equipment consists of labor, approximately 4 
percent. It is not likely that automation will replace these skilled 
workers. The eléctriieah industry employs millions of workers in 
this country, plus those who are employed in the various industries 
which supply the electrical manufacturers, such as steel, copper, paper. 
porcelain, and many others. The workmen employed in the electrical 
‘dustry earn substantially high salaries. ; 

We find, however, that the present tariff and foreign trade policies 
are encouraging foreign manufacturers to sell such equipment in this 
country at prices so low that competition from an American mant- 
facturer is out of the picture. Even the greater efficiency of the 
American worker does not make it possible for the American mant- 
facturers to compete with foreign manufacturers who pay their work- 
men rates that range from 201% to 62 cents per hour. Conse this 
to American manufacturers who pay well in excess of $3 per hour on 
items where 40 percent of the cost is labor. 

The Federal purchasing policies require purchase from the lowest 
bidder. No American manufacturer can compete with the foreign- 
built equipment under these conditions. Consequently, practically all 
of this type of equipment is now being made in foreign countries. 
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This type of foreign policy has:caused many of our electrical manufac- 
turing plants to lay off as many as 2 percent’of their employees. Some 
of these plants are situated in depressed labor areas. Of course, there 
js an allowance for this of 6 percent, but what good is 6 percent to a 
manufacturer when a foreign company underbids them by 50 percent. 
Unless this trend is recognized and our electrical equipment a is 
given protection from the importation of such equipment, the elec- 
trical power system of this country will be dependent on foreign manu~- 
facturers; and will put more of our people on the ever-increasing un- 
employment rolls. 

The loss of Government business to foreign manufacturers will 
affect the unemployment situation more in 1959 than in previous years. 
The estimated amount of heavy electrical equipment to be purchased 
in 1959 is approximately 28 percent less than 1958, which in itself was 
alow year.. We are very much concerned about the rise in unemploy- 
ment this situation obviously will cause in the immediate future. 

Electric energy is too vital to the economy and defense of our 
country to allow foreign manufacturers to have control over the equip- 
ment necessary to supply this energy. 

We believe that the protection of our economy, and in certain indus- 
tries, the protection of our country, requires selective tariff protection 
for those industries in which the labor skills require long apprentice- 
ships and experience. We disagree completely with the trend to dis- 
ee skilled and highly technical American workers with cheaply paid 

oreign labor. We have no quarrel with the desire to help the forei 
countries which are friendly to us, or which have a political philosophy 
similar to ours. However, we believe that the American workman is 
entitled to compete for his livelihood on some fair basis—and com- 
peting with labor rates one-fourth or less is not fair competition. 

Turbines and large power transformers are’ manufactured by only 
six companies in the United States. Much time has been spent on 
research and development of these products.. This research and devel- 
opment and design service of domestic companies has proven to be of 
great value to our Government in building large and more advanced 
power systems. 

The current Federal policy concerning procurement abroad is damp- 
ening the desire, ability, and opportunity of the domestic industry to 
participate and contribute to the technological advance that Govern- 
ment power activities might involve. 

The Government’s decision on this matter can determine the survival 
or destruction of these industries because of the impact of unrestricted 
imports in the small and limited market for heavy electric equipment. 
Unrestricted imports will cause the companies engaged in the produe- 
tion of these items to close out. or pare down these particular operating 
divisions of their business because of their unprofitability if they are 
diversified companies; imports will remove the business basis for their 
existence in those cases where a particular company is highly con- 
centrated in this area of production. 

The importation of heavy electrical equipment from overseas has 
been the cause of a considerable amount of the unemployed labor in 
the industry. As of January 1, 1959, my home local, whose members 
are employed in the transformer industry, has 18 percent laid off. 
Some of these members have been laid off since January 4, 1957, a 
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period of 25 months. The percentage is much higher in other unions 
representing this type of worker. 
he loss of this skilled labor to the industry is very detrimental to 
national defense due to the fact that these men cannot be trained ing 
short period of time. The time required to train a large power trans. 
former winder or assembler runs into years. These units are not 
pogustion line items. Turbines and power transformers are custom 
uilt, and each order usually requires individual designing. Only 
men with years of practical experience are capable of building these 
units. 


This same skilled domestic labor is also available in time of emer- _ 


gency when rapid repairs are necessary, due to some national emer. 
gency, to restore electric power. 

The same cannot be said when foreign products are involved, be- 
cause of the different engineering designs, manufacturing techniques, 
and units of measure used by Euro manufacturers, it takes an 
American manufacturer a somauiaatie greater length of time to repair 
European equipment than would be the case for one domestic manu- 
facturer to repair his own equipment or even that of another domestic 
manufacturer. For example, and I quote from the statement made by 
the National Electrical Manufacturers Association at hearings before 
the House Ways and Means Committee in February of 1958: 

It has been estimated that it would take two to three times as many man 
hours to complete a major repair on a foreign-built power transformer than 
would be required to complete the same repair on comparable equipment of 
American design and manufacture.. These difficulties are increased substantially 
when design drawings are not available and are critically compounded during a 
war emergency. ; 

a many cases, to rebuild a unit would be faster than repairing the 
old one. 

Most of the heavy electrical power equipment, produced overseas 
and installed in the United States has been purchased by the USS. 
Government agencies operating large power systems. In some cate- 
gories the purchases from overseas sources have become a substantial 
proportion of the total purchases by the Federal agencies. This pra 
tice emerged in 1953 and 1954 and has continued to develop in its 
intensity. 

Study of installation of heavy electrical power equipment produced 
overseas shows substantial concentration of it already in power supply 
‘systems serving the Pacific Northwest, the Tennessee Valley, and thé 
areas in upper New York State served by the Power Authority of 
New York. Smaller concentrations exist in States in which hydro- 
electric projects of the Department of the Army, Corps of Engineers, 
and the Bureau of Reclamation are located. 

If this continuing and cumulative concentration of foreign-produced 
heavy power equipment continues along the pattern of the few 

ears, rapidly expanding power demands in areas served by these 

ederal and State agencies will increase these concentrations: sub- 
stantially. In addition to serving essential residential and co 1 
demands, the electrical energy in these systems of foreign equipment 
concentration serves many industrial loads important to the national 
security. 
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For example, in the Pacific Northwest, and, in particular, the areas 
served by the Bonneville system, there are users of large blocks of 
electric energy highly significant to national security from the stand- 
point of industrial mobilization. Much of the expansion of the elec- 
trolytic process industries for the production of aluminum, phospho- 
rus, and titanium is planned for or has been accomplished in this area. 
It is the home of substantial aircraft production. During a war a 
substantial shipbuilding industry will be developed to add to that 
already present in the area. Important installations relating to atomic 
energy Sevedopsiient are already located there. 

These industries and many others are concentrated in areas many 
miles from the large hydroelectric developments which characterize 
the power systems of the Northwest. High voltage transmission lines 
carry the power from the plants to the loads. Substations where the 
power is transformed to lower voltage for distribution are large. 

The service rendered by the Bonneville Power Administration in 
the fiscal year 1956 illustrates the important industrial use of power 
dependent in part on service bode vets by Bonneville. In the fiscal 
year 1956 Bonneville Power Administration sold approximately 39 
percent of its power to aluminum reduction mills which comprise 40 

reent of the aluminum industry (BPA 1956 Annual Report, p. 25). 
ining the same period Bonneville Power Administration sold ap- 

roximately 6.5 percent of its power to other industrial customers 

aving high potential for defense essentiality, including chemical 
and electroprocess industries. Specifically some of BPA’s indus- 
trial customers in 1956, aside from the aluminum industry, were as 
follows: Carborundum Co., Crown-Zellerbach Corp., Electro Metal- 
lurgical Co., Hanna Nickel Smelting Co., Keokuk Electro-Metals Co., 
Pacific Carbide & Alloys Co., Pacific Northwest Alloys, Pennsylvania 
Salt Manufacturing Co., Rayonier Co., and Victor Chemical Works 
(BPA, 1956 Annual Report, p. 31). 

The BPA also serves the Hanford Engineering Works of the Atomic 
Energy Commission at Hanford, Wash., and, in part, the city of 
Seattle, which is the headquarters of Boeing Aircraft. 

_ The tremendous importance of the Tennessee Valley Authority’s 
industrial power service to national security is well known. Duri 
the fiscal year ended June 30, 1956, TVA sold 30.2 billion kilowatt- 
hours of electric energy to the Oak Ridge and Paducah plants of the 
Atomic Energy Commission which represented 56 percent of TV A’s 
total sales. In the same period, 1.8 billion kilowatt-hours were de- 
livered directly to the Aluminum Co. of America. Other major in- 
dustrial customers receiving direct service were Air Reduction Co., 
Bowaters Southern Paper Co., Diamond Alkali Co., Monsanto Chem- 
ical Co., National Distillers Products Co., Pennsylvania Salf Manu- 
facturing Co., Shea Chemical Corp., Tennessee Copper Co., Union 
Carbide & Carbon Corp., and Victor Chemical Works (TVA 1956 
Annual Report, pp. 1, A41). 

_ Of the 12 billion kilowatt-hours of TVA power used by industry 
in the fiscal year ended June 30, 1955, a conservative estimate of the 
amount used ry defense-related industries has been put at 9.5 million 
(hearings on S. 6766 before the Senate Public Works Subcommittee 


of the Committee on Appropriations, 84th Cong., 1st sess.). 
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TVA also serves such defense installations as the Arnold Engineer. 
eee Center of the U.S. Air Force in middle Tennegseg, 
he effect of the absence of adequate policy guidance on national] 
security interest in the procurement of heavy electric power equip- 
ment will favor continuing and cumulative installation of such eqnip- 
ment produced overseas without regard to national security. 

Further extension of minimum wage laws coverage and a sub- 
stantial increase in the minimum requirements are necessary. Much 
industry now excluded as being intrastate, as well as the exceptions 
made for Puerto Rico and the Territories should be remedied. 

The President makes reference to technological research and de- 
velopment. We wish to stress the importance of this factor in the 
lives of every American, and especially to those who work in factory 
and on farm for a living. We have found that some engineering. firms 
are prone to concentrate more on high-pressure selling of machines 
and methods that will eliminate men than they are with actual in- 
creased production. Unfortunately, there is great appeal to manage- 
ment when they are offered any new machine or method that will 
result in the elimination of manpower element regardless of cost. 
We believe that it is evident to all reasonable people that the displace- 
ment of manpower alone is not necessarily in the best interest of our 
country if it simply results in creation of greater unemployment 
problems. Automation by industry is undoubtedly responsible for 
a substantial amount of the current unemployment; otherwise cur 
rent production levels could not have been attained with less workers 
than previously required. Provisions to rehabilitate and _ relocate 
such displaced workers are essential and unless this responsibility is 
recognized by industry it must be met by law. ' 

Certainly the most complicated machines on earth will not pur- 
chase or consume the foods raised by our farmers or buy the products 
necessary to keep factories in operation. Those responsible for elim- 
inating workers who have given long and faithful service should 
also recognize their responsibility to train such workers for other 
jobs they are capable of performing and where there is demand for 
their services. It will certainly be a most practical application of 
an extended educational program beneficial to all segments of the 
economic picture in America. : 

In the President’s summary of the 1959 picture we find that con 
sideration is missing with respect to raising the minimum — 
requirements of the Federal law. In order to bring about the reali 
zation of the principie of equal pay for equal work it is most essential 
that this law be amended accordingly. 

We wish to stress that our organization opposes any additional 
legislation that would further handicap small unions. By me 
burdensome filing and elaborate bookkeeping restrictions, totally un- 
justified since local control keeps them free from corruption, it will 
certainly discourage American workers from exercising their right 
of self-organization. 

With respect. to granting jurisdiction over any phase of the col- 
lective bargaining process to the States, until such States have pat 
adequate legislation that will insure protection of the rights of 
workers to organize and bargain collectively, we take the position that 


ews ee oc esto ce ee oie 


le ee, a eet Oe bet ee 





ECONOMIC REPORT OF THE PRESIDENT 637 


it would be most untimely. Your sincere consideration and recom- 
mendations regarding these suggestions are requested. 

Thank you, Mr. Chairman; 

The Cuamman. Thank you, Mr. Rettig. 

The discussion will be concluded by Mr. Michael F. Widman, repre- 
senting the United Mine Workers of America. 


STATEMENT OF MICHAEL F. WIDMAN, JR., REPRESENTING THE 
UNITED MINE WORKERS OF AMERICA 


Mr. Wipman. Thank you, Senator. 

My name is Michael F. Widman, Jr. I am here to represent the 
United Mine Workers of America. It is the feeling of our organiza- 
tion that a careful analytic appraisal of our economy is especially 
apropos at this time. The increasing military power of the Soviet 
ion and her voracious appetite for territorial expansion places an 
ever-expanding burden upon our economy. Further, Soviet.economic 
penetration, the so-called ruble war, poses grave threats to our na- 
tional security. ‘The preservation of our cherished institutions, 
indeed, our very national existence, hinges upon the ability of our 
economy to provide a steadily increasing standard of life for its 
members. The national resources of this great Nation of ours must 
be harnessed. to provide for all the world an; example of free enter- 
prise at work. Our ability to do this forms the cornerstone of the 
defenses of the free world. 

There are over 60 million wage earners in America. Each year 
thousands of young men and women enter into the labor market. 
Each of them can represent prosperity or each can represent stagna- 
tion. The whole crux resolves to the amount of effective purchasin 
power held by these 60-odd-million consumers. The vast majority o 
our breadwinners are wage earners. They are dependent upon selling 
their services to an employer in exchange for a certain remuneration. 
Now, what does this money represent? To the employer it signifies 
cost. To the consumer his dollars are automobiles, refrigerators, wash- 
ing machines, and footstuffs. To America the sum total is prosper- 
ity. Thus, a high-wage level is the basis of prosperity. High wages 

rovide the mass market for American industry. The fact that the 
erican public consumes the vast percentage of its nonmilitary 
spending is indicative of the economic structure of our society. 
» In the United Mine Workers of America we have always struggled 
for high ae As a proof of that, we submit to you that our miner 
today is the highest paid production worker in the country. But we 
have also insisted upon increased er in the coal mines. We 
believe that productivity is the economic lifeblood.of our system. Con- 
sequently, if the output per man-day goes up, wages may go up, and 
eae will remain stable. As an example, since 1950 prices of coal 
ve remained relatively stable. In that same period, wages have in- 


creased over 50 percent and welfare fund ae are up 100. per- 


cent. This in itself is startling. However, when taking into account 
the extreme inflationary forces present during this same period, the 
accomplishment of the coal industry is almost miraculous. The coal 
operators have performed a great service to themselves, their em- 
ployees, and the country at large by spending the billions of dollars 
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necessary to modernize their mines. We feel that the whole economy 
may well follow the example of this industry. ’ 
ur economy is now slowly recovering from a severe jolt or “reces. 
sion.” The specter of unemployment still remains. Even with our 
high prosperity over 4 million rue are out of work. In 1958, the 
coal industry produced only 400 million tons, down almost 100 milli 
tons from the previous year. This situation is serious. There need 
not be and should not be want and privation in the richest Nation in 
the world. We do not hold that our economy needs periods of “ad. 
justment” in order to advance. We do not believe in cyclical theories 
of “boom and bust.” However, when these situations occur, we pro 
that private enterprise, where possible, and governmental action, 
where necessary, should provide for the economic necessities of the 
Nation and set the stage for recovery. We reject on one hand the 
doctrine of let well enough alone and on the other, the babblings of 
those ill-informed and starry-eyed “big brother will care for you” 
dreamers. We believe that the practical workings of private industry, 
with the needed assistance of Government, will best further the eco- 
nomic, social, and political interests of our country. : 

Consequently, we believe our unemployed should receive payments 
when they are idle due to no fault of their own. Wages may cease, 
but the necessities of life do not. These men must not be considered 
wards of charity. Ifa piece of machinery is temporarily idle because 
of surplus capacity, it is not scrapped. Rather, it is kept in i 
order until it is ready for further use. The 4 million men unemploy 
in our country are waiting to be utilized. We cannot afford to cast 
them aside. It is our duty to»find jobs for them. In the interim 
must be accorded a sufficient amount of money to account for their 
wants. 

Another great problem is our increasing number of older peo 
ple. Our medical science has lengthened the life span of the aver- 
age American. Now it is up to our economists to insure that. these 
people are able to contribute to and not burden our society. They 
det jobs. Our employers should not discriminate against them be- 
cause of their age. When they have finished a lifetime of service to 
our society, they should not become the objects of charity.. We have 
Social Security which provides a measure of independence for these 
people. It should be expanded and increased to take care of the 
ever-increasing cost of living. ij 
. All of these so-called transfer payments form a solid floor under 
the economy. They serve to flaten out any downturn and to avoid 
apanic. They aeneaee the effects of economic phenomena. In doing 
so they form a valuable adjunct of our economic life. 

As most of you know, many of the coal-producing areas in the 
United States are cla as “depressed.” A combination of factors 
has made both the anthracite and bituminous producing’ regions cen- 
ters of chronic unemployment. This situation is bad for the coun- 
try for many reasons. | Many'skilled workmen are out of jobs. Their 
services are being wasted and they have become burdens on the s0- 
ciety. The area itself is gradually degenerating ‘into economic’ << 
nation. Blighted areas are springing up allover the country. 
of these represents a retarding influence on our progress. © Here is 
waste. Leaving aside for the moment the human equation involved, 
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our Nation can little afford waste. So, a comprehensive program to 
help these areas help themselves will soon aw beneficial results 
to the whole Nation. 

Since the dawn of America as an industrial power coal has been 
one of the basic natural resources. Today coal still serves that need. 
What of tomorrow? With the depletion of many of our valuable 
natural resources, coal must naturally assume a more strategic posi- 
tion. In power generation alone coal by 1975 will have a market 
of 500 million tons. The potential in synthetic oil and gas, in chemi- 
cal peeing is staggering. Shouldn’t we begin to prepare for this 
day? Or will it be the same old story of “too little, too late?” We 
think the era ahead is challenging. But the challenge must be 
met. 

To meet this challenge we propose the adoption of a national fuels 
policy. Residual or waste oil from Venezuela has displaced over 
40 million tons of American coal. In January of this year as against 
January of 1958, the importation of residual oil dumped on our East- 
ern markets has increased very materially, notwithstanding the al- 
legation that imports have been put on a voluntary basis. is vol- 
untary system has not and will not work out satisfactorily. As we 
see the picture now licensing subsidies and bartering arrangements 
in foreign countries at the expense of American products has prac- 
tically killed the so-called reciprocal trade policy enunciated by the 
Congress. Definitely something should be done immediately to cor- 
a the situations which are so detrimental to the United States of 

erica. 

Now, to get on the question of labor legislation. The press, since 
the inception of the McClellan’ committee, “has carried reports on 
labor abuses. Of course, the National Association of Manufacturers 
and the United States Chamber of Commerce have not exactly been 
quiet. Public indignation, it seems, demands ‘controls on labor. Of 
course, of that public over 15 million represent union members. But 
a careful analysis soon uncovers the real.truth behind the “clean-up- 
labor drives.” They are simply the old “destroy-labor movement” in 
anew coat. 

Since the emergence of strong labor unions the American. working- 
man has benefited immensely. A union ‘is the natural result of our 
Society. Because of the terrific power vested in huge corporations, 
the individual became a mere appendage to the industrial machine, 

@ unions answered the demand.of the worker for protection: All 
nature seeks equilibrium. Power begets power. So the trade labor 
movement sprung up. It need not have been labor unions as we know 
them. Worker redress could have been secured through the avenues 
qebeaes by Marx and.Lenin. So labor unions: perform: a necessary 

ction. Any attempt to interfere in the valid operations of unions 
thus is inimical to the general welfaré of the country: anh 

It is our position that enough laws exist. on the books to, take care 
of any labor abuses. | If a union leader is erooked, the police and judi- 
cial functions of state are adequate to deal ‘with him. If the man 
is'repugnant to the majority of his’ membership, why, then they ‘may 

move him by constitutional means within the union. We do not 
believe that the.courts, the Secretary:of Labor, the: Congress, or’any- 

y élse‘can run: the United Mine Workers of America better than 
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its own membership. After all, what is democracy? It :is the will 
of the majority. We do not tolerate outside interference in:our Na: 
tional Government. Why should we not carry the principle to‘our 
voluntary associations. The Taft-Hartley law, of lasting infamy, 
carries enough guns to shoot at labor. We say that no more are 
needed.. Enforce the existing ones. Do not attempt to legislate 
morals for labor, or, for that. matter, for anyone else. z 

Finally, we oppose any new restrictions on welfare fund requis 
tion. The United Mine Workers’ Welfare and Retirement Fund and 
the Anthracite Health and Welfare Fund were set up under terms of 
the National Bituminous Coal Wage Agreement and the Anthracite 
Wage Agreement, respectively... These plans were established for the 
beneficiaries of the funds. Every cent spent for other purposes ig 
lost to the men who need the fund. Administrative costs of the United 
Mine Workers’ Welfare and Retirement Fund are less than 3 a 
while the Anthracite Health and Welfare Fund only amount to 1.1 
percent. If new laws are passed, these costs must go up. Again we 
say enforce existing laws, but do not penalize the honesty of the many 
for ihe dishonesty of the few. . 

We wish to thank you for this opportunity to present our views on 
the economic picture in America today. rey Ok 

The Cuarrman. Thank you, Mr. Widman. 

Mr. 'T. VY. Houser, chairman, Research and Policy Committee, Coni- 
mittee for Economic Development, is not present, but has submitted 
a statement for the record. 

(The statement referred to follows :) 


STATEMENT oF T. V. HOUSER, CHAIRMAN, RESEARCH AND PoLicy COMMITTEE, 
COMMITTEE FOR ECONOMIC DEVELOPMENT 


This statement is submitted on behalf of the Research and Policy Committee 
of the Committee for Economic Development in response to an invitation from 
the Chairman of the Joint Economic Committee. 


GENERAL POLICY FOR 1959 


The American economy has entered 1959 on the momentum of a vigorous 
recovery from the recession of 1958. Continuation of this recovery and resump- 
tion of rapid economic growth without repeating the inflationary upsurge that 
accompanied the 1954-55 recovery should be major objectives of national policy. 

At the same time, we face unusually difficult choices in balancing large, com- 
peting claims against the national product—for national security, for assistance 
to underdeveloped areas of the free world, and for many domestic requirements, 
including research and education. These problems come to focus in the Federal 
budget. 

As the Nation enters this budgetmaking season, we wish to emphasize four 
principles that we have found important in many years of study of the Federal 
budget. 

1. The budget should be in balance, or show a moderate excess of receipts over 
expenditures, under conditions of high employment. This is one of the essen- 
tials for containing inflation. It is the counterpart of the principle that the 
budget should run a deficit under conditions of recession. One of the main safe 
guards we can now erect against further inflation would be a budget for 1959-60 
that will be in balance when high employment is regained. 

2. Constructive action in handling the public debt is another important defense 
against inflation. Sale of more debt with longer maturities to individual and 
institutional savers will be greatly assisted if the budget is in balance or has @ 
surplus. 

3. The essence of sound government is to distinguish between those expendi- 
tures that are essential to the national security and welfare and those that are 
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at most only desirable. Soundness in Federal expenditures means that essential 
programs are supported at levels adequate to their purposes while other expendi- 
tures are held to the absolute minimum or deferred. 

4. The revenues needed to cover essential expenditures should be raised by’ 
taxes that distribute the costs of government fairly and that interfere as little 
as possible with economic growth and efficiency. 

To reconcile these principles in the present state of the world is difficult. But 
it is possible if we are prepared to pay straightforwardly in taxes:for those 
Government expenditures that we consider essential. 


PREVENTING INFLATION AS A NATIONAL OBJECTIVE 


CED’s Research and Policy Committee regards the prevention of inflation as 
afundamental objective of national policy. 

We do not accept the idea that creeping inflation is desirable, or even accept- 
able, because there are forces that could convert a creep to a gallop and because 
eyen a creeping inflation erodes the value of longrun fixed-money obligations, 
which are important in our economy, and crucifies the weaker groups in our: 
society. 

A rising price level is not essential to real growth and sustained, productive 
employment. In fact, by distorting the normal incentives for efficiency in busi- 
néss and increased productivity of labor, it may well endanger the sustainability 
of growth. 

Maintenance of a sound fiscal situation and avoidance of inflation is important 
for the continuing strength and leadership of the United States in the world 
economy. 

There is danger of long-term inflation in this country, but inflation is not 
inevitable. The Nation can have both stable prices and high employment—if 
it is willing to adopt the policies required to make them consistent. 

We do not have to sacrifice high production to avoid inflation.. The only thing 
we need to give up is an illusion: The illusion that we can get more out of ihe 
economy than we put into it, that we can consume more than we produce. 


AMENDMENT OF THE EMPLOYMENT ACT 


We support the proposal to include the objective of general price stability in 
the Employment Act of 1946. 

We believe that the time has come for the Nation to commit itself explicitly 
to the longrun objective of stable prices, just as it has committed itself in the 
Employment Act of 1946 to the short-term objective of promoting maximum em- 
ployment, production, and purchasing power. Although it is generally agreed. 
that the language of the act is sufficiently broad to provide the necessary basis; 
for action to keep prices stable, it is our view that it would be worth while to. 
write the commitment directly into the act. 

We recognize that a mere statement of the objective will not of itself produce 
stable prices. But we believe that it would be helpful in several respects. 

First, it would help to counteract the view that the commitment to high em-. 
ployment takes precedence over the commitment to stable prices. 

Second, it would strengthen the determination of public officials to adopt anti- 
inflation measures when they are needed. 

Third, it would require both the President, in his annual “Economic Report,” 
and the Joint Economic Committee of the Congress, in its report on the Presi- 
dent’s report, to place greater emphasis on recent and prospective price trends 
and to discuss in a more systematic manner methods of achieving price stability. 

Fears have been expressed that this proposal would precipitate a long and 
acrimonious debate over the objectives of economic policy which, in the end, 
might result in a rejection of the stable price objective. However, it is our 
earnest conviction that a large majority of our citizens do not accept creeping. 
inflation as a way of life and that the Congress will not reject this overwhelming 
View if given the opportunity. Moreover, we believe that the debate would, in 
itself, be helpful in clarifying our economic objectives. In fact, if the Employ- 
ment Act were opened for admendments, we would urge that, aside from stable 
Prices, the objectives of promoting steady economic growth and productivity 
should also be added to the Employment Act. 
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ANTI-INFLATIONARY FISCAL MONETARY POLICY 


The Government’s chief responsibility in preventing inflation is, through the 
exercise of its monetary and fiscal policies, to keep demand from rising faster 
than the Nation's ability to produce. 

We should strive to hold Federal expenditures to a minimum consistent with 
national security and to create a significant budget surplus during periods of 


general prosperity without continuing, or increasing, reliance upon taxes that. 


seriously impair production incentives. We believe that this would con 
to the longrun restraint of inflation and should be the objective of nati 
policy. 

Even with large surpluses, it would still be necessary to use monetary restraint 
in the effort to control inflation. Public understanding of this el tary but 
important point is essential, particularly since the subject of money is highly 
technical. Stated in the simplest terms, fiscal (Government tax and spending), 
and monetary, restraint must be used together—because easy money can counter- 


act the effect of a tight fiscal policy and a lax fiscal policy can counteract the 
effect of tight money. 


GOVERNMENT ACTIVITIES AFFECTING PRICES AND COSTS 


A number of Government practices outside the general field of monetary and 
fiscal policy have important effects upon inflation and are commonly overlooked, 
These include agricultural policy, stockpiling, tariffs, and procurement. practices, 
We are pleased that the importance of these problems has now been 
as indicated by the creation of a new interagency committee to study them. 


PRIVATE RESPONSIBILITIES FOR PREVENTING INFLATION 


We endorse the President’s appeal for responsible behavior by private groups 
in the interest of general price stability. In present institutional arrangements, 
there must be an awareness on the part of labor, business, and the public of the 
national interest in avoiding an increase in average wage rates and average profit 
margins at rates that are inconsistent with price stability. 


DIRECT CONTROLS, 


We are seriously concerned over the ill-considered way in which the idea of 
direct price and wage controls, or of steps in that direction, frequently enter 
discussion of the inflation problem. 

Direct control of prices and wage rates would not be an acceptable solution to 
the inflation problem. It would seriously impair the freedom and efficiency of 
the economy and anyway would not, on past experience, serve for long to restrain 
inflation. In peacetime, the free movement of particular prices and wage rates 
is the essential source of guidance to efficient production of the things the com- 
munity wants. In large part we seek to prevent general inflation in order to 
preserve the significance of these particular price movements. 


BUDGET PROCEDURES 


‘ We have not yet completed our study of the 1959-60 budget and are not pre 
pared to make specific recommendations on it. However, there are certain as 
pects of the budget to which earlier studies ‘by our Research and Poliey 
Committee are relevant. 

While there may be disagreement about almost every item in the budget, there 
ean be no disagreement about the need for improved budgetary procedures as 
essential for rational budget’ decision making. We strongly endorse the Presi- 
dent’s recommendation that he be given power to veto individual items in the 
appropriation bills. "We also support his suggestions for better coordination of 
expenditure and tax décisions in the Congress. 

Responsibility for leadership in formulating budget policy rests with the 
Executive. The President must provide the necessary information on the pur 
poses and relative values of budged expenditures before Congress can decide how 
much should be appropriated for each of the activities of Government and how 
much should be allocated for tax reduetion.: ‘To make this decision properly, 
Congress should have before it estimates of revenues and expenditures not only 
in the coming year but also for 4 or 5 years ahead. This is particularly urgent 
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at the present time, and we strongly urge the President to make such estimates 
available in order to provide the basis for decisions on the budget. The President 
should also submit, along with these overall budget totals, his estimates of 
expenditures for each of the major long-term Federal programs, whether they 
are included in the administrative budget or in the cash budget. 

The President should be given the authority to veto individual items in appro- 
priation bills. Under present procedures, the President cannot disapprove one 
item wthout disapprovng many others and, as a result, too many wasteful 
expenditures creep into the annual budget. 

Congressional procedures should be revised to encourage Congress to view 
Government spending as a whole and to evaluate the effect of the budget on 
the private economy. A joint budget policy conference, consisting of key 
congressional leaders, should be organized to coordinate revenue and expenditure 
decisions and to set guidelines for the separate tax and expenditure committees 
of the Congress. 

Government must be as alert as private business to reduce expenditures through 
greater efficiency and technological improvement. To overcome inertia and 
habit, the Secretary or head of a large agency should have a strong and compe- 
tent management staff of his own to keep a continuous check on operations. 
Such a staff can examine operating procedures more critically than can the 
bureau personnel who are actually directing operations; and it can be more 
effective in determining whether decisions for improvement have in fact been 
put into effect. In addition to the continuing activities of departmental manage- 
ment staffs, each large agency should be subject once every several years to a 
thorough management audit by experts from outside the agency under the 
supervision of the Bureau of the Budget. The President should submit to the 
Congress reports on the major findings of these audits and on the consequent 
action that has been or will be taken to improve efficiency. 


FFSSHE ESEae HE 


NATIONAL DEFENSE 


The size and character of the national defense program is of great importance 
economically as well as in every other way. 

In determining the size of our defense effort, we must distinguish sharply 
between the limitation imposed by the amount of our total production that we 
are willing to devote to this purpose, at the sacrifice of other desirable uses of 
ouput, and the limitation imposed by the consideration that too heavy a defense 
burden may weaken our economy, and hence our long-term ability to maintain 
our security. 

The amount we are willing to devote to defense is for the public to decide. 
There is, however, the problem of placing before the citizenry the facts that are 
necessary for informed decisions to be reached. Frankness and clarity by high 
Government officials is a requisite. Congressional and private investigations 
can be invaluable. Improvement in budgetary procedures and presentation, and 
strengthening of congressional staffs, are necessary parts of this process: But 
afull and certain solution is not in sight. 

Fear that a high defense burden will weaken the economy has been exaggerated 
and should not be decisive in the determination of the size of a defense budget 
representing 10 to 15 percent of the gross national product, or even more. There 
is no factual basis for the notion that we are within reach of or exceeding some 
“breaking point” beyond which tax-financed expenditures will critically impair 
economic growth. We can afford what we have to afford. 

The retarding effect of taxes on growth comes less from the total size of the 
taxload on the economy as a whole than from an irrational structure of taxes 
that bears heavily on some categories of taxpayers that are important to growth, 
is burdensome to saving, and impairs incentives, 

While we believe possible restraints on the size of the defense program have 
been overstated, this does not in itself mean that’ the defense program should be 


stepped up. beyond present plans. It is possible that the costs of adequate defense 
have also been exaggerated. ; 


THE NEED FOR FLEXIBILITY 


The latest available information indicates that. unemployment in. December 
1958 was about 6 percent of the labor force, certainly an unsatisfactorily high 
figure. However, production has been rising and unemployment declining, and 
there is a substantial weight of opinion that these trends will continue. There- 
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fore it is now appropriate to tip the emphasis of policy in the anti-inflationary 
direction. But it is always important to recognize the fallibility of predictions 
in such matters and to be prepared to deal with eventualities that did not in 
advance seem most probable. 

CED’s Research and Policy Committee has continuously emphasized that flex- 
ibility is the essence of wise economic policy. Our recommendations for anti- 
inflationary policy are predicated upon willingness to adapt or reverse them as 
developing situations require. 

The Cuarrman. Mr. Reuss, do you have any questions to ask any of 
the gentlemen ? i 

Representative Reuss. Mr. Chairman, just one of Mr. Fleming of 
the American Farm Bureau Federation. 

What is the position of the Farm Bureau Federation on the recom- 
mendations of the President in the “Economic Report” for raising 
REA interest rates and for a changed system of taxation of the farm 
cooperatives ? 

Mr. Fieminc. With regard to the first one, we are recommending no 
change in the matter of the interest rate with regard to the loans made 
by the REA to rural electric cooperatives. On the basis of action 
taken by the voting delegates of the member State Farm Bureaus, we 
do.recommend that study be made as to whether there are, first, im- 
proved methods, of getting greater farmer investment in the rural 
electric cooperatives and, second, other methods, outside of those now 
available, to improve the availability of funds to the rural electric 
cooperatives. 

Secondly, with regard to the matter of the taxation of cooperatives, 
we have a long-standing policy in this regard. We supported the act 
of 1951 designed to establish what amounts to a single-tax policy— 
which means that the earnings of the cooperative ought to be taxable 
either to the cooperative or to the individual patron. And, as I said, 
we supported the act of 1951, which has since been made inoperative 
by certain court decistons. We are anxious to work with this Congress 
to clarify the situation, so that the earnings will be taxed either to the 
cooperative or to the individual patron. 

Representative Reuss. The President’s recommendation went fur- 
ther than that, however, did it not? 

Mr. Fiemrine. I do not believe the President’s recommendations 
did go further than that, I think there has been a recommendation 
from the Secretary of the Treasury in the form of a letter: which 
went further. It would go further than it would appear our policies 

would go, although we have a meeting of our executive committee 
this Thursday and Friday to spell out more specifically our reaction 
to the Treasury recommendation. 

The rules which the Secretary of the Treasury proj are 
tighter—go further—than the 1951 act, which we did support. 

epresentative Reuss. Thank you. 

The Cuamman. Congressman Widnall? 

Representative WmNautt. The farm subsidy program presents one 
of the most serious unsolved problems facing the country today, and 
with the payment of over $1 billion a year just for storage alone, you 

can conceivably have entrenched interests who are doing the storing 
" exerting an unwholesome influence on continuing subsidy programs. 
This grows year by year. nrg! 
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Now, I am particularly interested in finding out who speaks for 
the farmer. 1 have been down here in Washington for 10 years, 
and I have heard people say the American Farm Bureau does not 

ak for the farmer, the National Farmers Union does not speak 
for the farmer, and the Grange does not speak for the farmer. uld 
all three of the representatives here give me answers to this? 

First, what is on total membership of your organization ? 

Mr. Fiemine. Should we take the questions one at a time? 

Representative WipNALL. Yes, please do. 

Mr. Fiemine. I will be very happy to answer the question. 

No. 1, our membership is on a voluntary basis. Our membership is 
reported each year, by States, and an official national figure is an- 
nounced. It is just under 1,600,000 families. Our membership is 
on a family basis rather than on the basis of individuals. Our mem- 
bership figure includes farm families throughout the 48 States, Puerto 
Rico, and Hawaii now. 

Representative WipnatL. Would that mean 1,600,000 farms? 

Mr. Fiemine. No. This is 1,600,000 families. The matter of con- 
trolling the nonfarmer members 1s left to the State organization. 
For example, in Senator Douglas’ home State, I believe they allow 
10 percent nonfarmers—which includes local vocational “ag” teach- 
ers and other folks of that kind. I believe they have a limit by 
counties of 10 percent. 

But the membership is essentially all farm families. ot 

Representative Wipnauu. I would like to develop some of those 
things a little further on by other questions, if you could just answer 
briefly each question, as I ask it. 

With respect to the Farmers Union, what is the total membership 


of the organization ? 
Mr. Braptey. The approximate figure, in the absence of the exact 
figure, I should say is around 300,000. That is coming from — 


mately 27 States. Of course, if we were to think of our membership 
as total voting strength—and that comprises farm families 16.years 
of age up to 21, including the mother and the father—that would 
multiply what we would call our membership numbers. But farm 
families total approximately 300,000. 

Representative Wipnaui. What is that with respect to the Grange? 

Mr. Barres. Our membership, sir, is made up within the sub- 
ordinate Grange units, of which there are 7 000, meeting every other 
week, and these total approximately 850,000 individuals. 
evpreeaniatire Worpnaut. Can nonfarmers belong to your organiza- 
tion ft 

First, the Farm Bureau. 
. Mr. Fiemine. As I have indicated, the control of the membership 
18 in the 2,560 county Farm Bureaus. The answer is that nonfarmers 
aren’t prohibited from membership in most counties; however, because 
farmers want to keep the nonfarmer members a relatively small pro- 
portion of the total tor reasons of controliand purity of mem ip, 
they do not allow many nonfarmers to be members. 

Representative: Wipnatn. Do you have accurate figures as to the 
number of nonfarmers in the American Farm Bureau? 

Mr. Firming. No, not precisely. We have the total membership 
figure for 1958 of 1,576,000 families. But it will be very close to 
90 percent of that figure that are farmers. 
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Mr. Brapiey. We restrict our membership, of course, to farmers, 
and we do not have members in our organization other than farmers, 

Mr. Barrizs. We would not make that claim, sir. We take in runal 
people generally, and while a sizeable proportion of our membership 
is farm in nature, we do have other rural people. 

I would raise this question in your mind, as to the definition of a 
farmer. You see, we may have a full-time farmer who is a member 
of an organization, and then he becomes a sine farmer, and then 
he gets 10 percent of his income from the farm and then 5 percent of 
his income from the farm, you see. Where do we draw this line? | Or 
if someone moves into the country and becomes. a part-time farmer? 
The question always is a very practical one. Where do you draw the 
line? Who do you bar from membership ? 

Representative Wipnau. Do any of you have any check on duplica- 
tion of membership ? 

Mr. Barries. You mean between the three groups? 

Representative Wipnatx. Yes. Somebody might be a member of 
the Grange and a member of the Farm Bureau and a member of the 
National Farmers Union. Do you have any check on who belong 
to all three groups? 

Mr. Fiemine. Not that is definitive. 


Mr. Braptzy. No. I might add to that that in my home State of 


Tilinois, I believe it is fair to say that quite a number of our members 
do belong to one or more farm organizations. 

Representative Wmna.i. How long does a member remain on the 
rolls after failing to pay dues? Does he still remain on once he has 
been a member, or does he immediately get cut off ? 

Mr. Fiemine. The question whether the cut-off date is March 1st 
or April ist or May 1st may vary some by States; but I assure you 
every one of our members paid their 1958 dues. 

Representative Winatt. Is that true with respect to the Farmers 


Union? 

Mr. Brapiey. Yes, sir. Our members become delinquent in Jan- 
uary each year. That is a voluntary organization. They sign no 
contracts requiring that they must notify us of their intent of not 
remaining a member. It is just by voluntary action each year they 
pay their dues and become members for 1 year. 

Mr. Fiemine. Mr. Bradley, whereas that is true in Illinois, that 
would not be as completely true in some other States, would it? 

Mr. Braptery. I would say substantially it is true, but there are some 
involvements, such as cooperative enterprises, which is also a part of 
the family of the Farmers Union. 1G 

Mr. Batries. Thé only way we know how many members we have 
is the number of dues incomes that we get: from our States; ‘you see. 
So if we receive from the State a fee for a thousand members, that is 
the number we count in that State. ! soe 

Representative Wiwnaut. Oan all of you just briefly tell the com- 
mittee this: How are your legislative recommendations arrived at? 
From the top down, or the bottom up? 


3 


(Mr; Fuemrne. This, Mr. Chairman, ‘is my favorite subject, because 
we do work religiously, Congressman, at seeking to' get the maximum 
involvement of our membership in the policy decisions. | 


: 
bi ee 
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I received this morning the report on the number of persons who 

rticipated personally at the 1958 meetings—local, county, State, and 
ational where policy resolutions were discussed. These were the 
adult men and women who participated. The report, which I be- 
lieve, is on the low side indicates that better than 700,000 adult men 
and women personally attending meetings where the issues were dis- 
cussed and recommendations made in the 48 States, Puerto Rico, and 
Hawaii. Over 20,000 meetings were held specifically devoted to the 
type of question under discussion here. 

We have meetings in almost all of the 2,560 organized counties. 
The process is not perfect, but I get.an opportunity to observe at rela- 
tively close range all of the organizations inside and outside of agri- 
vulture, and as far as the involvement of the membership in the 
decision making is concerned, I am proud of the Farm Bureau record, 
Congressman. 

Representative Wipnatu. So that on the national level you report 
the sum total of your findings from your local chapters ? 

Mr. Fieminc. What happens is that Farm Bureau members come 

ther in'the county annual meeting, and by majority vote they de- 
cide what they want to do in the county. That action is final so far 
as county policies on county issues. They also make their recommen- 
dations with regard to State and National policies in that meeting. 
They are not policies—they are recommendations to the State meet- 
ing. The county voting delegates come together in the State annual 
meeting, and there debate, compromise—or, if you prefer effect rec- 
onciliations, and arrive at what the policies are gomg to be for the 
coming year on State issues. They also decide on what they are go- 
ing to recommend to the national convention with respect to national 
issues. Then they elect their State delegates to the national conven- 
tion. The AF BF Resolutions Committee is com of the 48 elected 
Farm Bureau presidents plus 6 elected Farm Bureau women plus a 
representative of our young people. They meet for several days and 
make report to the official voting delegates of the member State or- 
ganizations. The official delegates numbered 161 last December. They 
write the policies for 1959 that are printed in this little green booklet. 
Thave it right here. 

These policies, then, not only become the policies of the national or- 
ganization but also the policies of the State and county organiza- 
tions—for, after all, they wrote the policies. 

Representative WipnaLL. How does the Farmers Union operate? 

Mr. Brapterr. In the Farmers Union we have an educational proc- 
ess that originates, of course, at the grass roots level among ‘the 
farmers themselves. Each county that has a local of the Farmers 
Union is divided into subdivisions of maybe three or four or many 
locals within the county, so long ag there are five members in num- 
ber, minimum. They have action officials. Each local has an’ action 
official’ known as a legislative action ‘official, ‘organizational, educa- 
tional, junior, and so forth. They carry on a week-by-week, month- 
by-month educational function at the county level, where they debate 
and discuss the issues that affect them. ey then form: & policy 
among themselves at the.county level and bring that to the State or- 
ganization. Normally it is one time a year; more often than that, if 
the farm people feel it is necessary. 

363795942 
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The manner that it is brought generally, first, is by the county pres- 
ident, who is a member of our State board. Our State board is the 
sum total of all of the county presidents. At the annual meeting each 
year, delegates are selected from each local, based upon their repre- 
sentation, where they come to the annual convention and bring with 
them the resolutions adopted by their mere That is considered by a 
nee committee that has been selected by the State board. \ They 

ebate these resolutions and put them in form to be offered to the 
whole body of delegates at the convention. There again they are 
discussed and acted upon. 

This, of course, constitutes a local and a State function. 

We then come together once a year in national convention, where 
a program committee is selected from among all of the States. They 
in turn debate and consider the resolutions coming from the various 
States. And from this we glean what we think is the representative 
thinking of the grassroots people of agriculture. 

Representative Wipnatu. And that becomes your program ? 

Mr. Braptey,. That is our program. 

Reptesantatore Wipnatn. Mr. Battles, what about your organiza- 
tion 

Mr. Barrixes. Congressman, ours is arrived at in about the same 
way. AsIsaid, we have 7,000 of these units, that meet on the average 
every other week. Some meet once a month, and some: meet once 
a week, but on the average every other week. And discussion of 
issues is a part of these meetings, as a rule. And so it is that the 
local opinions, policies, are arrived at in that fashion, at the meeting. 

Then the State policies are arrived at at a State convention, in 
which all of these units have delegates. These State policies that 
relate to national issues come to the National Grange. e held our 
92d annual session at Grand Rapids this year. And here they are 
divided up among 12 committees, these positions, as to topics, as they 
were in the States. They were divided up among committees in the 
States before they reached the delegate body. But they are divided 
up at the national session among these 12 committees, and the:com- 
mittees write a report based: on the resolutions they receive, their 
appraisal of these resolutions, and other evidence that may be brought 
holies the committee, and these committee reports are brought before 
the delegate body, where they are either accepted, sent back, amended, 
changed, or written into policy. ; 

Representative WipnaLL. Have any of your respective organizations 
taken a position with respect to a limitation of the amount. of subsidy 
that could be paid any one farmer or farming corporation ? 

Mr. Brap.tey. Congressman, in the case of the Farmers Union, I 
am not sure that that has been decided upon completely by our mem- 
bership. Itisin the area of serious debate and consideration, however, 
and since we will meet in our national convention in March, I am sure 
that there will be a limitation placed upon how much subsidy could 
be paid to one farmer. ‘his 

resentative Wipnatu, Have the other organizations taken 
position ¢ 
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Mr. Fiemine. Yes; I should like to speak to it. I would like to 
say that our folks have considered this matter very ar snery over the 
years. They are concerned about the principle involved. They ques- 
tion it, because this would constitute national endorsement. of a phi- 
losophy that we ought to distribute the right to earn politically. 

e question whether this is really an American concept. 

If you will take a look at the composition of American agriculture, 
ou will discover that. 56 percent of all farming units li: as census 
arms have gross receipts of $2,500 or less. d if you wanted to 

apply in this country the concept of “fair shares,” as developed and 
refined in Great Britain, you could politically decide that the thing 
to do was to level all efficient farmers—those who are interested in 
making a living from farming—down to this minimum. 

We have had some experience in this country with this idea as it has 
become involved in minimum allotments for burley tobacco. . Mini- 
mum allotments constitute a most dangerous political principle. 

In 19438, it was suggested we ought not to cut any burley allotment 
below 1 acre. In the actual operation of the program in 14 years, we 
have now leveled the average down to an acre, and we have cut the 
minimum to a half acre. 

And we now have a situation where, in Tennessee, 9 out of 10 of 
the burley allotments are under what was supposed to be a minimum 
14 years ago. 

his is a “leveling” device. It is one that, once started, is very 
difficult to stop, and it will result.in low per-family farm income. We 
are not for that. We are interested in people being: rewarded on the 
basis of their economic contribution to society. 

Now, let me hasten to add, Congressman, that we are not in favor 
of Government programs that cost the kind of money which prompt 
this sort of question. So what we would rather do is to correct the 
difficulty rather than set into motion leveling devices like limits on 
payments or minimum allotments. I am very disturbed about this 
principle—one I refer to as the “polities of equal shares.” 

EOD EaReN TH Wiwnatt. May I have the answer from the Grange 
on that ‘ 

Mr. Barruzs. The. answer is that we have no policy as to a limit m 
terms of dollars that. any one farmer may receive in terms.of subsidy. 
That was your question, was it not ? 

The answer is that we do not have, 

I would like to say here and now, though, that I think, as I said in 
my prepared statement, that we have gone through an era, here, of 10 
years, that is a pretty “sad-sack” operation, whereby we have had 
sort of a scholastic argument, political: to some d m nature, 
whereby farmers themselves have been pretty anite divided over 
at what level we were going to fix. prices on certain so-called basic 
farm commodities; and these commodities, as a result.of any level of 
fixed price support, have moved. into Government storage, as ‘you 
imply, and have created a terrifically high storage expense, and other 
expenses. This is a sad situation that. we are now confronted with. 

he answer. is now, I guess: “Where do we go from, here in the 
rural field ?” 


Three philosophies come to the forefront. 








650 ECONOMIC REPORT OF THE PRESIDENT 


One, get the Government out of the thing and let the prices take 
their natural course; the argument being there that it will lower 
prices, with the surpluses and abundance that we have now, and will 
increase consumption enough and decrease production enough to solve 
this problem. Uk 

Another route is the route of full reliance on Government, with 
very heavy production control devices to cut back this production, 

And the third is some sort of an enabling proposition, ape 
commodity, whereby farmers can do, by commodities, what they 
done, say, in the cases of oranges, which is a real e008 example. 

We think that industry ev labor and other groups, some of them 
at least, have certain mechanisms provided by the power of Govern- 
ment that they use to increase their own economic well-being, and that 
we would like to have them in agriculture. so that we could get off the 
back of the taxpayer and accomplish this job ourselves. 

But the orange people, in short, through a marketing ment and 
order device, are able to control the amount and quality of oranges that 
go on the market. And they have been able to do that for a long 
while. I think they do the same thing that industry does in con- 
trolling its inventory and that labor does in controlling many things 
with respect to its output. 

Now, if this is the general approach that we are going to make, I 
think it is about time that we get at it. Otherwise, if we are going to 
fix prices at any level, I am not sure that this expense figure, which I 
can see you are really concerned about, and all of us are—whether we 
are going to get it down or not. 

Representative Wipnatu. Thank you. 

The Cuarrman. There is just one question I wanted to ask: For 

some years, I have been periodically introducing an area redevelop- 
ment bill or “depressed areas” bill designed to set up three Oe 
funds, one to start new industry by making loans up to 65 percent o 
the value of fixed capital to private enterprise in areas of high and 
persistent unemployment; and a similar revolving fund to start in- 
dustries in farm counties, where the average farm employment is low 
and underemployment is high; and another revolving fund, with low 
interest rates though above the average of interest on Government 
rates, to help communities construct facilities such as industrial water 
and those, which would help bring work and production to the ree 
in these communities so that they would not be squeezed out of these 
communities and made to turn elsewhere. 

T take it the American Farm Bureau is quite decidedly in opposition? 

Mr. Fiemrine, We continue the same position we took last year. . 

The Cuarrman. I could not quite tell whether the United Mine 
Workers were in favor of it or not. 

Mr. Wioman. We certainly are, sir. 

The Cuarrman. Hasthe Grange taken a position ? fret gio 

Mr. Barrres. We are in favor in principle of the area development 
bill. Thatis right. : a 

The Cuarrman. The Farmers Union? : “a 

Mr. Bravizy. Yes, Senator; we are on record as supporting it. 


The Carman. I suppose the independent unions have not yet 
taken a position on this. beg 


ave 
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Mr. Rettia. No; we have not. We have a legislative conference 
scheduled for the first week in March in this city, and I am sure it is 
a subject we are going to be interested in, and myself, especially, 
coming from a depressed labor area, St. Louis, Mo., which includes the 
industrial area of East St. Louis and surrounding cities. 

The Cuatrman. I hope that the action of the Farm Bureau is not 
final, and that a process of conversion may take place. 

Thank you, gentlemen, very much, for coming. 

Tomorrow we meet at 10 o’clock in room 457 of the Senate Office 
Building, and Mr. W. J. McNeil, who is the financial comptroller of 
the Department of Defense, is going to speak. 

(Whereupon, at 3:26 p.m., the committee recessed, to reconvene at 
10a.m., Tuesday, February 10, 1959.) 
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TUESDAY, FEBRUARY 10, 1959 


Coneress OF THE Untrep. STATEs, 
Joint Economic ComMITrer, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 457, Sen- 
ate Office Building, Senator Paul H. Douglas (chairman) presiding. 

Present: Senators Douglas and O’Mahoney; Representatives. Pat- 
man, Bolling, Kilburn, and Widnall. 

The CuHamman. The committee will be in order. 


We are glad to have you here, Mr. McNeil. If you are ready, we 
will proceed. 


STATEMENT OF HON. W. J. McNEIL, ASSISTANT SECRETARY OF 
DEFENSE 


Mr. McNetm. Mr. Chairman, I am pleased to appear here again as a 


representative of the Department of Defense to contribute what I can 
to your consideration of the President’s Economic Report. You have 
already heard the Secretary of the Treasury, the Director of the 
Budget, the Council of Economic Advisers, and other Government 
officials who dealt with the Federal budget and the economy as:a.whole. 
Therefore, it would perhaps be most helpful if I were to emphasize the 
defense aspects of the subject. 

I would like, first, to take up the third question raised in your 
invitation to appear here today. The question is as follows: 

What criteria were followed in arriving at the total budget proposed for 
national defense? For apportioning this total among various programs? 

I think the answer is basic to a discussion of the economic and fiscal 
implications of the defense program and budget proposed for fiscal 
year 1960. | 

The 1960 defense budget is based on the premise that the Nation’s 
essential military requirements must be met. While, as in past years, 
each individual service chief has certain segments of his own service 
program to which he would like to see additional funds allocated, the 
Joint Chiefs of Staff have gone on record that they consider this 
budget adequate to provide for the essential programs necessary for 
the defense of the Nation for the period under consideration. 

The budget takes into account what is known about the strength and 
weaknesses of possible enemies, now and in the future; the strength 
and weaknesses of our major allies around the world ; the international 
situation as a whole; the present and prospective state of military 
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technology ; and the general economic and fiscal situation in our own 
country. It recognizes that the threat to our national security, and 
indeed the security of the entire free world, is not only military but is 
also political, economic, and even psychological. It responds to the 
fact that to meet this total threat most effectively the United States 
must have a total national strategy in which each element is brought 
into proper balance. 

Thus, the defense program and budget are not developed in isolation 
but rather as part and parcel of.a total national strategy. I might 
say, Mr. Chairman, that this is hardly a new approach. The same 
thing could be said for any of the dozen annual defense budgets with 
which I have had some personal experience, 

The basic objective of our military policy is to deter wars, large 
or small, by building and maintaining, for as many years as need 
be, military forces of sufficient strength and flexibility to make it 
clearly unprofitable for any nation to attack us; and to discourage) or 
counter if need be, limited aggression in a manner best calculated 
to an hostilities from spreading into general war. ‘To accom- 
plish this objective we need first a nuclear retaliatory capability, ade- 
quately safeguarded and ready for immediate action. Second, but 
équally pressing, is the need for mobile and suitably deployed forces 
auihle of dealing with local war situations. We seek these objectives 
without in any way overlooking the need for continental air defense 
and for maintenance of open sea lanes. ’ 

Obviously, no one annual budget can assure us such forces all by 
itself. Each annual budget must be considered as but one increment 
of a steady, stable, overall level of defense effort which this Nation 
must support, indefinitely if need be. The fiscal year 1960 budget is 
a continuation of that effort. ; 

It should be noted that over the last 10 years $200 billion has been 
made available for research, development, procurement of ae 
and the construction of military public won That is just in the last 
10 years. Thus, each budget provides'one additional increment, which 
over a period of years is a substantial amount. 

I said that first we must have a nuclear retaliatory capability, ade- 
quately safeguarded and ready for immediate action. Such a foree 
is in existence now and the President’s 1960 budget will continue’to 
support such a force. uoiob Laaokae 

In the judgment of our. principal military leaders the manned 
bomber is still the principal means of delivering the large nuclear 
weapons in the volume and with the accuracy needed to strike: a de- 
cisive retaliatory blow. In this respect the United States has a force 
far superior to that, of our principal opponent, both, in. numbers and 
in overall combat capability. The United States intends|to maintain 
this superiority durmg the period ahead, as evidenced by the,1960 
budget, which includes substantial funds for the procurement/of addi- 
tional B-52 intercontinental jet bombers, B-58, supersonic medium 
jet bombers, and the cUpgreIng jet tankers, oft to s2a9 B 

Also included in the budget are additional funds for the Hound, Dog 
air-to-ground “standoff” missile which will greatly enhance the,eapar 
bility of the B-52 to penetrate.enemy. defenses., "The program te 
improve the protection.and. shorten the reaction time,of our manned 
bombers through base dispersal and the construction of alert facilities 
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js now well advanced with funds appropriated in prior years. Addi- 
tional funds are included in the 1960 budget to carry on this program 
as well as for the new ballistic missile early warning system which 
was started last year. Even if no strategic warning were to be 
received, this new system is designed to provide that vital period of 
time needed to get a significant proportion of our bombers into the 
air and on their way to the targets. These are some of the reasons 
why our military leaders feel that regardless of who might strike 
the first blow and regardless of the number of ICBM’s an enemy 
might use against us, this Nation will continue to have a retaliatory 
force sufficient to strike a decisive blow. ’ 

At the same time the Defense Department is pressing forward with 
the development and production of our own long-range ballistic mis- 
siles. The 1960 budget includes funds not only for the Atlas, which 
is already in production and which will be in the hands of the forces 
in limited numbers by the end of this year, but also a follow-on liquid 
fuel ICBM, the Titan, and a solid fuel ICBM, the Minuteman. Thu 
the 1960 budget includes substantial funds for three generations 0 
ICBM’s. 

Also included are additional funds for the Polaris program—a sub- 
marine-launched intermediate range solid fuel ballistic missile. Six 
Polaris submarines are already under construction, three more will be 
started next fiscal year, and funds are included in the 1960 budget for 
long leadtime components for an additional three submarines. The 
first of these submarines is scheduled to go into operation next year. 

There are additional elements of our retaliatory forces which have 
yet to be mentioned. The carrier task forces with their aircraft, for 
example, are capable of delivering nuclear weapons over considerable 
distances. There are also nuclear-capable U.S. tactical air forces and 
missile units deployed at forward bases in various parts of the world. 
All of — contribute to our diversified deterrent and retaliatory 
strength. 

As remarked earlier, second, but equally pressing, is the need for 
forces capable of dealing with limited war situations. Except for 
certain forces specifically developed for retaliatory or continental air 
defense, there is really no logical way to separate general and limited 
war capabilities. Nevertheless, it is estimated that somewhere be- 
tween 60 and 65 percent of the total defense budget is devoted to 
forces particularly suitable for limited war situations. Of course, all 
forces are usable in general war. 

The Cuarrman. Is it not true that by the end of this year, you will 
already have reduced the number of men in the Army from 900,000, 
which it was a few months ago, to 870,000, and the number of men 
in the Marine Corps from 190,000 to 175,000, and that as a result of 
these cuts, the number of Army divisions will have to be reduced from 
15 to 14, and that many of the Marine units will be under strength? 

Mr. McNem. You are correct, sir. The reduction in the Army this 
year is 900,000 to 870,000. There would be a reduction of a division 
in the Army. In the case of the Marines, the reduction would be 
188,000 to 175,000, but for the next year there are no further re- 
ductions planned. ~ 

The Cuatrman. Is it not true that Congress added to the defense 
budget last year $1 billion, and in the'statements of the Senate com- 
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mittee which added the $1 billion, later approved in conference, it 
was specifically provided that these funds were to be used to ae the 
strength of the Army at 900,000, and to raise the strength of the 
Marine Corps to 200,000? 

Mr. McNet. That is correct, sir. 

The Cuamman. Therefore, despite the appropriation by the Con- 
Bress, and specifically at the request of the Senate and not reversed 

y the conference committee, the cut went through. 

Mr. McNet. That is correct, sir. That was a determination by 
the President, although the strength at the beginning of the year in 
the case of the Marine Corps and the Army were generally main- 
tained through a period up until October of last year. 

The Cuamman. I realize you are not the policymaker in this re 
spect, and I do not hold you responsible for it. 1 am privileged to say 
as one Senator that I regard this as a lamentable decision, greatly 
reducing our ability to fight limited wars. While I certainly do not 
question the patriotism of those who made the decision, I think it is 
one of the biggest mistakes that our defense authorities and the 
President have made. As we all know, total war will be so frightful 
that there is some deterrent for the Communists not to initiate one, 
and what they may do is to nibble away at the free world on the 
periphery, and there we will be reluctant to use nuclear weapons be- 
cause if they are used, they may touch off a world war. Therefore, it 
seems to me that we must have a high capacity for limited war as 
well as total war. The great advantage of conventional weapons 
and ground forces is that we can confine the use of force to the areas 
immediately affected and operate as a surgeon’s knife to cut out the 
affected areas with a minimum of damage to the surrounding organ- 
ism and the surrounding society. As I say, I know this not your de 
cision and what I say bears with it no personal reproach to you. But 
I think the Nation should know the decision that has been made. I 
think when it does know this, it will conclude that it was a great 
mistake. 

I think, incidentally, there is a very important point of constitu- 
tional law involved, namely, whether an appropriation by Congress 
specifically made for the purpose of maintaining an Army of 900,000 
and a Marine Corps of 200,000 can be overridden by Presidential fiat. 
I was not aware of the fact that he had the item veto as an ingredient 
of the budgetary process. Congress has steadily refused to put that 
into effect. Yet here we have the President carrying out an item veto 
on an important element of national defense. 

Let me say that I am well aware that President Truman did the 
same thing in connection with the Air Force in the late 1940’s, so that 
should be taken into consideration. Nevertheless, I think it is 
usurpation of power by the Executive, and I would feel myself remiss 
if I did not call public attention both to what I regard as violation 
of the Constitution and as a great weakening of the defenses of the 
country. ; 

Mr. McNem. I think, Mr. Chairman, there would be general a 
ment on the views you expressed—that we have to take care of 
limited war situations. The difference, of course, is just what it takes 
to do it. I did want to bring out the point that of our total spending 
in the Department of Defense of about $41 billion a year—that 1s, 
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net expenditures of about that figure—60.or 65 percent is for forces 
ifically designed to be usable in limited war situations, which is a 
fact I believe, that a lot of people are overlooking. 

The Carman. I know you are a very able comptroller, and of 
course we will accept your word for that. We should certainly be 
aware of the fact that Great Britain has shifted its defense emphasis 
very markedly as well. Great Britain formerly had a highly efficient 

rofessional army backed up by territorial reserves comparable to our 
National Guard, but she has been decreasing her conventional forces 
under the Sandys plan, and throwing almost her entire emphasis on 
missiles. 

You are also aware that the French Army has been largely absorbed 
in Algeria, and they have withdrawn troops from the western front 
which I think have not yet been restored. So there has been a very 
marked weakening of limited war defenses of the free world. 

When you have the United States joining this retreat, I think it 
creates justifiable grounds for deep concern on the part of citizens. 

Mr. McNet. In the next paragraph of my prepared statement I 
touch on that facet. Suppose I read the next two or three sentences, 
and then come back to that point, if I may, Mr. Chairman. I was 

ing to say—fiscal year 1960 will be the first year since the end of 
the Korean war in which no significant reductions are scheduled. 
As you know, the Defense Department has followed the policy dur- 
ing these years of reducing military personnel as new and more 
powerful weapons were integrated into the forces.. Although the flow 
of new weapons to our forces will continue during 1960, it seemed 
prudent to the President and his advisers to keep the forces at about 
the level planned for the end of the current fiscal year in view of the 
Communist policy of deliberately and constantly probing the free 
world position to test our determination to resist. aggression. 

What I wanted to.add at that point is that many of the new weap- 
ons that have been developed have been of improved types for use in 
limited war as well as the more powerful big weapons for general 
war. That is true in the missile field, aircraft, or other weapons. 

I cannot in this brief compass. cover all the aspects of the defense 
program. Let me simply say that the 1960 budget provides funds 
for continental air defense, tactical forces and naval forces, at a level 
consistent. with their respective missions and the character of the 
threat as it is now evaluated. 

We have discussed, in general terms, some of the criteria. which, 
when. translated into people and material, determine the allocation 
of funds to individual programs. With respect to the major weap- 
ons programs two specific principles were applied. As Secretary 
McElroy pointed out to the House Appropriations Committee about 
2 weeks ago: 

We are living today in an era of extremely rapid advances in science and 
technology. Some of the programs which apeared to have had great merit only 
12 months ago, now, in view of the progress made on more technically advanced 
projects, no longer have the same importance or urgency. In developing the 


co year 1960 weapons programs, therefore, we have followed two basic prin- 
ples : 
1. Where a program is considered to have unquestioned essentiality the rate 
oe rune: has been maintained and, where advisable technologically, has 
advanced. 
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2. Where a program, in view of current technical information, now seems to 
be of lesser importance or has been overtaken by events, the level of effort has 
been reduced or the project eliminated entirely. 

This policy will not only enable the Department to get more defense ont of 
each dollar spent but will also, by concentrating effort on the more advanced 
and more promising weapons systems, achieve the greatest overall progress, » 

As a result a number of programs have been or are being phased 
out or canceled. ‘These include the Regulus II submarine-based 
cruise-type missile, the Redstone liquid fuel tactical missile, the P6M 
jet seaplane, the F8U-3 all weather ship-based fighter, the Goose 
decoy missile, the Dart antitank missile, and so forth. On the other 
hand, work is being pushed on development of such advanced missile 
systems as the Nike-Zeus antimissile missile, Pershing solid fuel tacti- 
cal missile, Polaris, Titan, Minuteman, and so forth, and on such air- 
craft as the F-4H-1 aes all weather fighter, B-58 supersonic 
bomber, and so forth. Funds have also been included to continue 
work on the development of the B-70 intercontinental supersonic 
bomber, F108 long-range ina interceptor, the nuclear-powered 
aircraft, and a number of other advanced weapons systems. 

The Crarrman. If you will permit another interruption, you say, 
“On the other hand work is being pushed on such advanced missile 
systems as the Nike-Zeus antimissile missile.” In the morning Wash- 
ington Post it is reported that Major General Beach told the House 
Space Committee that the Secretary of Defense is turning away from 
the development of the Nike-Zeus antimissile missile. Such details of 
the problem of defense are not for our committee to go into, but I 
merely want to point out that here we have a statement from you, 
made in good faith, I am sure, and a directly contrary statement on 
the preceding day made by the man who is Chief of Army Special 
Weapons and Director of Army Air Defense. 

Mr. McNet.. I will be glad to touch on that, because it is one of the 
problems we have in developing any kind of defense program in any 
year, and, of course, the defense budget. I think it is rather healthy 
inside the building if the proponents of each of the major systems are 
vocal and press for their adoption because only then can they be sure 
to get the right consideration. In the case of the Nike-Zeus, I know 
of no single program in which probably more time or talent was spent 
this last October, November, and December trying to determine what 
should be done. It was not just done by budgeteers; it was by people 
with probably the best scientific background in the field. The conclu- 
sion was reached that nothing should be spared in putting money on 
the development of Nike-Zeus system but that it was not ready to go 
into production. That is the essence of the story this morning. There 
are some people who think it should go into production, although the 
people best capable of judging advised that we ought to put more 
emphasis on development before we start manufacturing. That 1s 
how simple that story is this morning: 

The CHATRMAN. TH other words, when ‘you said that work is being 
pushed, you were referring to development ? 

Mr. McNett. Yes, sir. 

The Cuamman. And not production. 

Mr. McNer. Every dime that the people quite capable in the field 
felt should be spent on the Nike-Zeus in development this inf is 1m 
the 1960 budget, but not for production or construction of bases, be- 
cause we are not that far along.. 
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The Cuamman. In other words, it is money spent for research and 
development of a prototype. 

Mr. MoNm. es, sir. I said no production. There is even work 
on trying to develop certain machinery so that if we do go into pro- 
duction we will speed the thing. It just is not ready, so we are ad- 
yised by quite an able scientists group. I want to emphasize that I 
think there were probably as many hours spent on this item as any 
other single thing. 

It is all of those factors, Mr. Chairman, that I believe are the type 
of things that should be considered in answering your question: 

What criteria were followed and what were some of the basic elements in 
determining the allocation among various programs? 

I would like now to turn to the economic aspects of the fiscal year 
1960 defense program and a ee As I mentioned last year, there 
are three fiscal measures of the defense program: 

Appropriations or new obligational authority—the funds granted 
by the Congress each year. 

Obligations—a measure of the level of new activity planned for 
the year—people to be employed, volume of contracts to be placed 
for goods and services, and so forth. 

Expenditures—the total of payments made during the year for 
personnel costs and for goods and services received, regardless of 
the year in which the goods and services were ordered. 

While there is no exact relationship for any one year between 
these three sets of figures, higher appropriations and higher planned 
obligations forecast increased expenditures; lower appropriations 
and lower obligations forecast lower expenditures. Tt should be 
noted, however, that obligations normally exceed both new obliga- 
tional authority and expenditures, particularly in the Department 
of Defense, chiefly because receipts from the sale of existing assets 
to the military assistance program are available for use for the 
military departments’ own programs. 

These receipts are applied as a credit against the gross expendi- 
tures of the military departments. Thus, the net expenditures re- 
ported understate the actual amount spent by the services on their 
current programs. The degree of understatement, however, is fairly 
constant from year to year so that the net expenditure figures are 
still a good measure of trends in the defense program. Neverthe- 
less, obligations are perhaps the best overall measure of the current 
defense program. 

Total new obligational authority requested for fiscal year 1960 
amounts to $41,190 million, including $340 million to be derived 
by transfer from the revolving funds of the Department of Defense. 
These revolving funds, by reducing inventories, are able to generate 
credits in excess of their needs. The excess credits can either be re- 
turned to the Treasury or made available for other defense purposes, 
as the Congress may determine. Incidentally, I understand when 
the Director of the Budget appeared before this committee, it was 
suggested that the Defense Department should draw down stocks for 
current use and reduce new purchases. We are trying to do this 
wherever possible. For example, in one area—consumption type 
goods financed under revolving funds—a total of about $5.3 billion 
will have been returned to the Treasury or authorized for transfer 
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to other defense purposes in lieu of new appropriations since the énd 
of the Korean war. 

The Cuarrman. If I may interrupt again, you touched on an ex- 
tremely important point which I raised with the Director of the 
Budget when he appeared before us. I have here the report of the 
Dawson committee of the House, and the figures there shock me, 
They show that in the Department of Defense as of June 30, 19 
the supply system inventories had $44 billion left in distri 
stocks. Peacetime a stocks were $14.5 billion, and the mobili- 
zation reserve $12.1 billion, which would seem more than ample for 
both peacetime and mobilization purposes, but in, addition, had in 
economic retention $5 billion; contingency retention, $1 billion, and 
excess stocks, $10.4 billion. These last three categories certainly seem 
to be excess. They come to about $17.5 billion. Then there is a very 
elaborate classification by branch of the service which holds these 
excess stocks and the type of stock, which I will not go into, but 
which I have studied in some detail. 

May I'say that we have a very high opinion of you, Mr. McNeil. I 
have been watching your work ever since I came to the Senate 10 years 
. I know of the many economies which you have instituted. 

Mr. McNeum. Thank you. 

The CuHarman, I cannot help but be shocked at these figures, It 
does not seem to me that the Department of Defense has really dis- 
charged its responsibility when, as I understand it, only some $340 
million of these stocks are to be drawn down this year. It would 
seem to me that a large proportion of these excess stocks could be 
used for home-based forces for training, and that instead of con- 
stantly purchasing substantially similar equipment, these excess 
stocks should be worked: off. This is all the more shocking, I may 
say, at a time when the Department of Defense is allowing the Army 
and the Marine Corps to be reduced in size in order to save a billion 
dollars which has been appropriated. Although I am not competent 
to deal with the subject, certainly many experts believe that our mis- 
sile development has been allowed to lag. This is, I think, one of the 
major questions that Congress, the administration, and the country 
must face; namely, whether or not it is possible to make enormous 
economies by reducing this surplus stock. 

I may say in this connection I have reports from the Comptroller 
General, which we have gone over, dealing with the procurement of 
the J—57 jet aircraft engines in which they charge the Air Force made 
unnecessary expenditures of $16,430,000. ‘There is another report 
which I have here, “Deficiencies in Management of Requirements 
and Control of the Related Procurement of Hi-Valu Aircraft Spare 
Parts of the Sacramento Air Materiel Area Office,” which cha a 
waste of $2 million. There is a letter to Speaker Rayburn on hand 
grenades showing destruction of hand grenades at a waste of $20 
million. There is a report on the review of selected activities of the 
ship parts control center, Mechanicsburg, Pa., citing that approxi- 
mately 50,000 low cost ship repair parts of low demand in the country 
could be eliminated with a. saving of approximately $1.6. million 
annually. 

There is another report relating to procurement of ground commu- 
nication electronic equipment at Rome, Italy, depot, indicating 2 
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waste of $1.4 million; an examination of the U.S: Army Signal Sup- 
ply Center of Yokohama, states that they overstated. requisitions, 
amounting to over $8 million. Review of the activities.of the Supply 
Department, Naval Air Station, Pensacola, Fla., does not indicate a 
money waste but madequate procedures. I have a pile of others 
which I will be very glad to leave with you. These are only partial 
checks. It is impossible for the Comptroller General to audit every 
expenditure. These are just sample checks. Almost every time he 
sends out his investigators, he finds things of this type. As TI say, I 
think you are a completely conscientious public servant, and I am not 
indulging in personal criticism, but there is terrific waste here. 

Mr. McNetz. Mr. Chairman, you are touching on one of the really 
big business-management jobs in this country—how to get things like 
that under contro] and still insure having enough to do the job if you 
are called on to do it. Terrific effort is being put on this problem. 
True, of the several billion dollars of stores, there is not any question 
that at times we have bought too much, that we still have too much, 
and that we have not gotten rid of it early enough when we over- 
bought. Some of the overbuying is a result of basic progress in the 
business. For example, we overbought on some engines in 1951 and 
1952. Fortunately, I think, we tried to recover and did recover the 
larger part of what could have been a very big waste. When we first 
started to buy a new jet engine, the number of hours it would run 
without overhaul was about 100 hours. You had to buy about 214 
engines for spares for every engine you installed—io keep the aircraft 
working around the nahh, ks they improved the engine in 2 or 3 

ears, it was found that you could run it for 600 hours without over- 
aul, You then needed only 70 percent spares and your original cri- 
terion left, you with excess engines and spare parts. 

You probably read about a big cancellation of about $400 million 
in planned procurement of engimes some years ago. That was an 
effort to try to bring up to date our criteria. As the engine improved, 
our requirement for spares dropped sharply. Yet we still have too 
many engines of that particular variety. As it turned out, the en- 
gine was improved faster than we could cut back the orders. 

Of the inventories that you just spoke about, a great part of them 
are of World War II vintage, such as ammunition and spares for guns 
built during World War II that have not been disposed of and for 
which there is no commercial market. Some of the inventory is ma- 
terial that was perhaps purchased but not consumed during the 
Korean war—that still might have a potential use, and should not be 
disposed of. But the $340 million that I spoke of applies only to 
consumption-type material that is carried in our revolving funds. It 
would not cover, for example, trucks used. out of inventory. It would 
not include ammunition used ‘in training which is not carried under 
revolving funds... So we are using large quantities of material from 
Inventory to carry on the regular activities of the Army, Navy, and 
Air Force that are not reflected in the $340 million transfer from the 
revolving funds. 

» I mentioned early in this statement that about $200 billion had gone 
into research, develo ment, and procurement of equipment-in the last 
10 years. A little of that was consumed in the Korean war, but only 
a very little. Some of the aircraft have become obsolete. You-can’t 
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keep on buying at an annual rate of $20 billion and not have a big 
surplus disposal problem every year. You just can’t do it. 

The Cuarrman. Mr. McNeil, I think much of what you say is true, 
But on the other hand, take, for instance, only one branch of the sery- 
ice, the Department of the Army. It had as of June 30, 1958, just in 
clothing and textile materials outside of the peacetime reserve and 
mobilization reserve, $550 million. In the Department of the Navy 
the same classification is somewhat more difficult to determine. Then 
in the Air Force there is a similar item. Excess stocks of gasoline 
were certainly not made obsolete. Trucks, which are certainly not 
obsolete. I see no reason why trucks of some years past cannot be 
used in home stations. The boys can learn to drive a 1947 model truck 
just as well as the 1955 model. 

Mr. McNeu.. That is correct. I would be the last one to say we'are 
doing everything perfectly. I believe you will find that there has 
been some tremendous improvement in the last 10 years in the 
ment of inventories. You must remember that we were left with 
tremendous quantities of materiel from World War II. 

The Cuamman. You did not always have the advantage of similar 
studies by Congress in the past years, but for years some of us, Con- 
gressman McCormick, Senator G’Mahoney and I, have been urging a 
common catalog, and also urging that some items such as medical 
supplies, quartermaster food, and so forth, should have a common 
supplier instead of each service having its own system of supply. 
I must say that the reports which we get are very ambiguous as to the 
degree to which the services are actually carrying out these mandates 
which Congress has repeatedly given, beginning in 1951. 

Mr. McNet. Mr. Chairman, in the case of food, clothing, medical 
supplies, the items you listed, we now have only one agency, handling 
the wholesale purchase, storage, and distribution. The only items in 
those classes that are handled by the individual services are at the 
post, camp, and station, or the retail level. I think we have made real 
progress right along that line. 

The Cuatrrman. How many new items of central supply have you 
initiated in the last 2 years? 

Mr. McNetw. We are trying to make the first five work, I believe, sir. 
There are single managers for food, clothing, petroleum, and medical 
a Weare still working on photographic equipment, which is 
the fifth. 

_ The Cuatrman. That is also an important area. 

Mr. McNen. Itis. . 

The Cuamman. That is one which would lend itself to this system. 

Mr. McNew. That is what we thought, but it is not lending itself 
as easily as we originally thought. 

The Cuatrman. I am acquainted with the fact that each service 
wants to keep its quartermaster under its own control and fights like 
the very dickens to have any pooling. You have my sympathy. 

Mr. McNer. Thank you, sir. . 

The Cuamman. I think you also need congressional. backing of @ 
much sterner nature than we have put into effect in the past to enable 
you to carry through these changes. Have you any suggestions as to 
how we can be more stern with you? 

_Mr. McNzm. I think you have been doing a pretty good job of it, 
sir. Your interest has helped. 
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The Cuarrman. We have passed resolutions and amendments. We 
have put statements in reports, but) in the last few years there has 
been no poten ( p 

Mr. MoNem, Mr. Chairman, this is said partly facetiously. I 
think a good many of our people have probably spent 60 percent of 
their time during Seaman resisting more money instead of trying to 
get more money in the last few years. It is a bit difficult to resist 
getting more money and then not spend more money. 

The Cuatrman. You are in an enviable position. I don’t want it 
to be inferred for a minute that this is a criticism of you. 

Mr. McNem. I understand. 

The Cuarrman. It is a criticism of the Department of Defense. I 
only wish we could have the Pentagon brass here before us. 

Mr. McNett. Incidentally, Mr. Chairman, I took the liberty of ask- 
ing two people who are on the staff of the Assistant Secretary for 
Supply and Logistics to be here this morning, and if there is some 
specific question on the inventory supply matter that you would like 
to go into, I think they might be able to contribute. We are ready 
to go into it as deeply as you might wish. 

epresentative WimnaLu. Would the chairman yield? Mr. McNeil, 

wouldn’t the Defense Department be able to do a more effective job 

of cutting costs if they were not subject to the importunities of Con- 

en to keep contracts, not to phase out various developments but 

often to maintain an operation that becomes not obsolete but uneco- 

nomic in a particular area? Couldn’t a t deal more be saved if 
you were able to _— off some of these ig lems ? : 

Mr. McNzm. That is true, sir, Yet I think the ple in the 
Department of Defense realize the problem of the people on the Hill, 
and we try to make the “machine” work. I know in the Navy, right 
at the present time, they are attempting to reduce or eliminate about 
45 or 50 activities they feel no longer fit into the requirements of the 
Navy. Secretary Gates is spending a great deal of his time, not 
necessarily with congressional delegations, but with chambers of 
commerce or other local groups, which is perfectly natural. It is 
probably part of the business. 

Representative Wipnatu. I think there has been a great deal more 
of that in the last couple of years on the part of both management and 
labor coming down here insisting that they have to have projects 
continued in order to keep employment in the area. Certainly in 
some instances you realize it could be done for less in some other area 
and at a considerable saving to the taxpayer. 

Mr. MoNrm. That is true. It has been particularly a problem in 
the last few years with the terrific changes in the type and character 
of the weapons systems that are coming in to use. st year before 
this committee, I mentioned that 75 percent of our procurement dol- 
lars were going for items which we could not buy in production quan- 
tities in 1955. Over just a 4-year period, this is quite a startling 
change. Whenever you have a change of that kind there are facili- 
ties that are no longer needed and must be phased out. At the same 
time new requirements will be generated for different facilities at other 
locations. When there is public resistance to it; it can be an expensive 
proposition, and we can’t save as muchas we might otherwise do. 
86379—59 43 


664 ECONOMIC REPORT OF THE PRESIDENT 


The Cuarmman. I quite agree with what Congressman Widnall 
says. We too are sinners in this respect: But it is always much 
easier to correct the other man’s sins than to correct your own. 

Mr. McNett. These studies are made by Congress, by Appropria- 
tions Committees, by the Comptroller General, and by our own audi- 
tors, and I would like to think we are using them to'try to correct and 
improve the business to the extent we can. We are certainly not 
asleep, but we are not doing it as fast as we probably could. 

The Cuarrman. May I say that I only regret that Secretary Me- 
Elroy has his time absorbed in testifying before other committees. I 
would like to get him up here and read'a lecture to him as a Dutch 
uncle would talk to him. But I am afraid he is being lectured to at 

reat length by other committees, and I don’t want to add to his bur- 
es. He might take administrative notice of our feelings in this mat- 
ter which I think the committee as a whole subscribes to. 

Representative Kirpurn. I heard a short time ago President Eisen- 
hower say something that impressed me very much. He said in effect 
this: Of course, we want to defend this country against any eventual- 
ity, surprise attack, total war, limited war, anything. He said when 
we have done that—and he feels, I gather, that we are in that position 
now—then an extra dollar spent is wasted, because we don’t want to 
arm ourselves for the sake of arming. We want to arm ourselves to 
defend ourselves against any eventuality. So I don’t know much 
about this subject, Mr. Chairman, but it does seem to me that there are 
lots of carping criticisms coming to the Department of Defense and 
President which perhaps come from e who are not fully in- 
formed about our defenses. Of course, the Daiigtesé should go into the 
matter very thoroughly. I am in favor of that. But the goal that the 
President is seeking, it seems to me, is a sound one. 

Mr. McNet. I think it is. I think most people agree. The differ- 
ence gets down to 1, 2, 3, or 4 percent in judgment as to the level at 
which defense should be carried on. 

The Cuarmman. May I say that I am not proposing that the total 
appropriations for the Department. of Defense should be reduced. 
Not at all. I think they should be maintained and possibly increased. 
What I am saying is that the millions of dollars wasted, tens and hun- 
dreds of milhons, in excess stocks, could be saved, and then used to 
strengthen the actual combat forces, and to strengthen the Army, 
Marine Corps, develop missiles to the degree that the experts think 
they should be developed, and remove this financial difficulty which 
has operated to put a damper on our defense. That is really my point. 
Tam anxious for more defense. 

Representative Parman. Mr. Chairman, would you yield? 

The Cuarrman. Yes, sir. 

Representative Parman. I agree with the chairman that Secreta 
McElroy should be here. I have a high regard for Mr. McNeil. 
have never known him personally, but I know something about what 
he has done and his reputation is good. It occurs to me that we 
should, however, have the person who is making the decisions before 
this committee. I wonder if this statement, Mr. McNeil, has been 
approved by Secretary McElroy? 

Mr. McNet. Not this individual statement, but every paragraph in 
it has been discussed, and it is strictly in line with his views. 
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Representative Parman. You can state that you are speaking for 
the Secretary ? 

Mr. McNet. Yes, I can. ae 

Representative Kirsurn. I agree with you that we should elimi- 
nate all the waste there is, but I can see what they are up against as 
these weapons become obsolescent so quickly. 

The CHarrMan. i understand, but if you go over the items you find 
there are excess stocks in other items than weapons: clothing, food, 
dectronic equipment, gasoline, spare parts, and so forth. Frankly, 
the $27 billion is far in excess for peacetime needs and mobilization 
reserve, and is far in excess of anything we will need in any war we 
are likely to have. Granted that is an accurate characteriz n, to 
. $17 billion additional stocks in excess of the $27 o-mn is 
shocking. 

Mr. McNem. Mr. Chairman, you must remember that much of this 
material that is now classed as excess and even economic retention is 
equipment that was bought in World War IT and is'no longer in 
inventory in very large quantities in the Department. Since we don’t 
want to throw it away, it is kept in “economic retention.” Some of 
this inventory probably will never be used. For example, there are 

robably bearings and washers that will never be used to repair World 
War II jeeps. Yet, since we have a few of these vehicles left around, 
we retain these spare parts because it is more economical than dispos- 
ing of them now and having to purchase them later. 

Another thing is this: A few years ago Congress used to provide 
money to buy aircraft spares at a rate of about 50 to 70 percent of 
the cost of the new aircraft. That led to overbuying of spares before 
you knew the type and character of the spares you would need, and 
their wear-out rate. 

Last year we had worked it down so that the initial purchase of 
spares was equivalent to 30 percent, since we had a better feel of what 
was going to wear out before we purchased. That helps this problem 
very much. 

in the budget this year we are asking for spares money for 20 per- 
cent of the value of new aircraft in order to get a better feel of it. 
Those are the kinds of steps that are being taken to avoid excesses in 
the future. 

The Caarrman. I don’t want to pursue this at great length but I 
merely say that page 102 of this House report indicates the excess 
stocks and those for economic retention, both of which are really ex- 
cess, total $557 million for clothing and subsistence. While it is hard 
to get comparable classifications for the Navy and for the Air Force, 
there is every reason to believe that there are enormous amounts there, 
too. Certainly you can wear a 1945 set of dungarees while you are on 
duty in 1959. ile perhaps you need new sets of dress uniforms you 
ae do not need to wear dress uniforms all the time. 

Now let me ask another question. Is it not true that Congress ap- 
propriates for the stock funds but each service must then seek an 
additional appropriation to draw down these funds, thus requiring 
a double appropriation ? 

_ Mr. McNzn.. No, not a double appropriation as far as the taxpayer 
is concerned. If you were just starting a stock fund, yes, you would 
provide credit for the stock fund, or cash. From that time on, how- 
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ever, it becomes a revolving fund. The Congress appropriates funds 
for the consuming activities of the Department of Defense and they 
in turn buy from the stock funds. With the funds received from their 
customers the stock funds replenish this stock by purchases from the 
civilian economy. 

The Carman. Does it need an act of Congress to permit the 
service to draw on the stock fund ? 

Mr. McNett. To draw material from it, yes. The Congress must 
appropriate funds for the services. 

The Cuarman. Isn’t that somewhat cumbersome? 

Mr. McNet. No, operating a revolving fund is very much like 
operating a merchandising business like Sears, Roebuck or Montene 
ery Ward. A certain level of material is kept on the shelf available 
for sale as needed, for any purpose of any of the services. I think 
Congress has much improved control over the use of inventories, if you 
want to call it that, by appropriating money to the military depart- 
ments’ maintenance and operation accounts which permits them to 

urchase or withdraw from store such items as paint, spare parts, 
umber, or whatever they require for current consumption and which 
this Sears, Roebuck type of activity may be carrying in stock. It is 
the only way I know that you can do a good merchandising job on 
consumption-type material—that is, to carry it in a revolving fund. 
While the Con has to authorize and set up the revolving fund 
account in the feainadete from then on it is self-liquidating as the 
stocks are turned over. 

The Cuarrman. The Congress has to authorize withdrawals by spe- 
cific appropriations, too, 

Mr. McNem. Yes. In the past few years we have in effect reduced 
the inventories in our consumption-type revolving funds and the Con- 

has been able to withdraw about $5.3 billion in cash from these 
Funds, which is certainly along the lines you were advocating a few 
minutes ago. It is positive evidence that we have been reducing inven- 
tories. The inventories remaining in those accounts are probably 
about $9 or $10 billion. 

The Cuamman. You mean that is in excess of the wartime reserve? 

Mr. McoNzm. No, it includes everything. That is in the revolving 
fund accounts alone. So far we have generally included in our re- 
volving fund accounts only consumption-type material, such as lum- 
ber, paint, nails, spare parts, and things of that kind, but not. ammu- 
nition, trucks, et: cetera. 

Representative Kimpurn. Mr. Chairman, I am just seeking some 
information that, I am not clear on. We have a Joint Committee on 
Teeanee Production setup. Does that committee have you before 
them ¢ 

Mr. McNet. No, they have not. 

Representative Kizpurn. What do they do? 

Representative Parman. Senator Robertson was the chairman in 


the 85th Congress, and we have not had an organizational meeting this 


year, but under our rotation system Congressman Brown of Georgia 
will be the chairman this year. We just have not had a meeting. 

Representative Kizspurn. Is. that committee supposed’ to look into 
this very problem that Senator Douglas is raising? 
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Representative Parman. I would rather that the chairman of the 
committee would speak to that but certainly it would not be very far 
afield if it did. 

Mr. McNem. Senator Douglas, to make economy work in any 
Government operation or any big business, such as Defense, you have 
to have a system where human nature starts working for you instead 
of against you. I think you will find that if this consumption-ty 
material is carried in revolving funds, such as our stock funds, people 
watch with a bit more care what they draw from store since they know 
that the cost of the supplies is going to be charged to this year’s appro- 

riation and the operating allotment for their station this month. 
it is just that simple. You don’t get supply discipline if all you have 
to do is to have the lieutenant tell the sergeant to get it from store 
and no charge is made to anybody. That is the kind of business-type 
operation we are trying to install in the Department. We think we 
are making real progress along that line. 

te CuairMan. Is there anything that Congress can do to help 

ou? 

‘ Mr. McNett. I think you have done a great deal to help us by giv- 
ing us authority to carry this material under stock funds. In fact, 
the Army has gone a long way. They did not enter into this type of 
merchandising and carrying of inventory until 1953 so, they are new 
at the business of maintaining money controls on inventory. Prac- 
tically all this improvement is of recent years. For 100 years the 
Army did not carry their Esper ty on a balance sheet. They do now. 
In the case of the Navy, they have had a revolving fund for consump- 
tion-type material since 1893 in a very small way. It has worked 
through peace and war very successfully. The Air Force has not 
gone as far as the Navy and Army. 

cae Cuarrman. Is the Air Fores still maintaining separate hos- 
pitals 

Mr. McNet.. Yes; and so is the Army and the Navy. 

The Cuarrman. Isn’t that a great waste? 

Mr. McNer. You can spend a lot of time arguing that subject. I 
think the main thing is to have good utilization of the skills and 
talents of the medical personnel and bed occupancy rates, and 
not be moving people 1,000 miles to a hospital when you could move 
them only 50 miles. 

The Cuarman. Isn’t it true that largely hap Q 

Mr. McNem. Yes. There are some cases ‘tier people are moved 
to theix own service hospital when they could have gone to a closer 
one. However, there has been a considerable improvement in the 
last few years in bed occupancy and the utilization of the skills and 
talents at local stations. 

The Cuarrman. Why should not the hospital services be under the 
Department of Defense, and then if you wish to keep separate treat- 
ment for the various services, you could have wards or subdivisions of 
wards under the separate medical services ? 

Mr. McNet. You possibly could. One would think at first glance 
that the medical field: would be one of the easiest to unify because the 
degree of standardization there is already very high. I do that 

group recognize the fact that when you put things together, it 
does not always save us a lot of money. I think-the main thing is, 
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Are we using the assets that we have well? In hospitals, for example, 
do we have good bed occupancy? If we have, we prone have made 
90 percent of the possible economies that might be achieved by uni- 
fication. Putting things together does not always save us money, 
We put the clothing things together in a single manager for clothing, 
I have not found any real saving yet. Maybe we will make some, and 
I certainly hope so. The single manager for medical supplies is 
working out pretty well, but I don’t know that we are saving money 
yet. I wish I could find it. 

The Cuamman. Isn’t the chief difficulty the fact that each service 
wants to have hospitals and medical services under its own control? 
This perhaps is proper in the field. I think it is proper in the field, 
But in the base hospitals I see no reason for it. 

Mr. McNex. I think that point is worth pursuing. I don’t know 
that we would make a lot of money on it. Frankly it is being brought 
up constantly. The Hoover Commission brought it up. 

The CuarrMan. We intend to continue bringing it up, Mr. McNeil, 
until good reason is developed why it should not be carried into effect. 
Every time you appear before us, some of us are going to raise this 
issue. 

Mr. McNetw. Mr. Chairman, resuming my statement: Direct obli- 
gations are planned at about $42.7 billion for 1960, about $1.5 billion 
greater than the amount requested from the Congress. I want to 
emphasize that one of the reasons it is greater is that the unused fiscal 
resources remaining after a contract has been washed out can be used 
as part of the financing for a new program because Congress has 
authorized us to have continuing type appropriations. Also, if ma- 


terial is sold to a foreign country for cash or to the military assistance 
a the proceeds go to the credit of the aperelenstion concerned, 


o our annual program runs somewhat higher than the amount shown 
in the budget or the new appropriation requests from Congress. 

Total defense expenditures, which have been increasing steadily 
year by year from the post-Korean low point of $35.5 billion in fiscal 
year 1955, will level out in 1959 and 1960 at about $41 billion—$5.5 
billion higher than in 1955. The annual figures obscure some of the 
important changes which have taken place during the last 12 months. 
Defense expenditures declined from about $10.2 billion in the April- 
June quarter of 1957 to $9.4 billion in the January—March quarter of 
1959. Since then the quarterly rate of expenditures has risen to an 
average rate of $10.3 billion in the last half of calendar 1958. We 
would expect. total expenditures to remain fairly stable during the 
next six quarters, with the April-June quarter, as usual, running 
higher than average and July-September quarter running lower. 
Thus, in terms of overall expenditures the defense program should 
be a sustaining factor in the economic situation during 1959. You 
may recall that last year we indicated that the defense program would 
be a positive element in the economic outlook for 1958, primarily be- 
cause of the unusually high volume of business to be placed during 
the first half of that year. 

As I pointed out in my appearance before this committee last year, 
the trend of expenditures alone does not give the full picture of the 
impact of the defense program on the.economy. Also important is 
the rate of defense obligations and their purpose, that is, procure- 
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ment, research and development, and construction—the categories 
which most directly affect the civilian economy—and for military 
personnel and operation and maintenance. fac 

Military personnel costs in 1960 are estimated at about $12 billion. 
Over $10.6 billion of this amount will support an active duty per- 
sonnel strength of 2,520,000 men. The average cost per military 
man on active duty will be about $70 higher in 1960, reflecting in- 
creases in the Government’s social security contributions, additional 
longevity pay and the further expansion of the proficiency pay pro- 

am. However, we are continuing the same rates of proficiency 
pay, but are adding another step. id 

Reserve personnel costs are estimated at about $600 million, mostly 
for pay and allowances. 

Pay of retired military personnel will amount to about $715 million 
in fiscal year 1960, just about double the expenditure for this pur- 
pose in 1953. I might add that these will increase even faster after 
1962 when the World War II input becomes eligible. This is an in- 
creasing burden on the defense budget, but it is another built-in 
economic stabilizer. 

Defense Department purchases of about $1.4 billion worth of food, 
about $200 million worth of clothing and textiles, and about $800 
million of transportation for military personnel and their families in 
fiscal year 1960 can be attributed directly to this category of military 
personnel, 

Operations and maintenance costs will take about $10.5 billion in 
fiscal year 1960, about $200 million more than in the current 
year. Included in this figure is $4.4 billion of the $5.5 billion pay- 
roll for the 1,080,000 civilian employees of the Department of De- 
fense. (Nore.—tThe balance of the civilian employees are paid from 
other appropriations, particularly those for “Research, development, 
test and evaluation,” “Shipbuilding,” and “Military construction.”) 
Another $3.3 billion is to pay for contractual services, of which about 
$700 million is for transportation of things and temporary duty travel 
of personnel. The remaining $2.8 billion is for the procurement 
of consumption-type supplies and equipment, including over $900 mil- 
lion for petroleum products. 

The CHarrMan. Binaeaieiia Widnall has a question. 

Representative Wipnauu. Mr. McNeil, to go back to the top of the 
page, does that paragraph refer to retired personnel ? 

Mr. McNet. You mean on the clothing, food ? 

Representative WipnaLL. $800 million for transportation. 

Mr. McNet. No; that is for active duty military personnel. I 
first started with the $12 billion going for total military personnel 
costs, of which $10.6 billion is for active duty personnel; reserve per- 
sonnel, $600 million; and retired personnel, $715 million. Of the 
total $12 billion, and this is practically all for active duty personnel 
$1.4 billion goes for food, $200 million for clothing and textiles, and 
$800 million for transportation. 

Representative Wipnauu. I was confused because you said it was 
directed to this category of military personnel. 

Mr. McNet. I can'see how it would be confusing. It has nothing 
to do with the transportation of retired personnel. 
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I might say, Mr. Chairman, that a good bit of this $2.8 billion of 
operations and maintenance funds for consumption-type supplies 
actually buys material from our revolving funds, who are the agencies 
that buy it from the public. 

The volume of military construction contracts to be placed is esti- 
mated at about $1.6 billion for 1960, $400 million less than in 1959, 
This apparent drop in 1960 is due mostly to the carryover into 1959 
of obligations originally planned for 1958. You may recall that 
obligations for this purpose in the first half of fiscal year 1958 (July- 
December 1957) amounted to only about one-quarter billion dollars, 
While $1.3 billion was obligated for this “— in the second half 
of the fiscal year (January-June 1958) the total for the year 
amounted to only about $1.6 billion, Jeaving several hundred million 
dollars to be obligated in fiscal year 1959. 

Representative Wipnatu. I would like to ask another question at 
that point: Has the Defense Department ever broken down the fi 
as to the additional cost in military construction for the duplication of 
engineering effort? I believe in the housing of personnel there is a 
3 percent factor that goes to pay the regularly employed military 
personnel who are engineers in the field, and you actually have a pay- 
ment that you are making in connection with every contract with out- 
siders working on the project. You have two sets of people working 
on it, whereas in normal private construction you only have one. 

Mr. MoNet. I think that is worth looking into again. We were 
concerned 2, 3, or 4 years ago with the rather high rate of overhead of 
the engineers which included this preliminary engineering, drawings, 
and so forth. At the time we thought we had done pretty well in elim- 
mating what appeared to be duplication. In housing, the engineering 
work would be of the preliminary type necessary to get initial pea 
to find out what was wanted, to facilitate presentation to Congress, an 
so forth. After the program was developed, you engaged your private 
architect and engineer to develop your detailed plans. But there is no 
real duplication in that voce would not say there is not some of 
it elsewhere in the operation. 

Representative Wmnau. I have constantly heard criticism with 
respect to overspecification of military housing and it becomes much 
more expensive than it should be. For instance, the foundation work 
on a house; it has to be built different than normal housing. 

Mr. McNet. I have heard the same word. 3 

Representative Wiwnauu. Actually we could perform a real service 
in saving money in that respect. 

Mr. McNew. I am glad you brought it up. I would have used the 
same words. Your comments will prompt me to look into it once 
more. Thank you. 

Obligations for construction are normally much lower in the July- 
December period than in the January—June period. Thus about $630 


. 


million was obligated in the June—December 1958 period, and levine 
about $1.3 billion to be obligated in the January-June 1959 period. 


Obligations for construction during fiscal year 1960 may be expected 
to follow the same general pattern, with about $600 million to $700 
million being placed during July-December 1959 and about $900 mil- 
lion to $1 billion being placed in the January-June 1960 period. 

The Cuarrman. You will forgive me if I interrupt again. I have 
been reading in advance, and it seems to me the rest of your statement 
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is factual. Unless there are specific points that you would like to 
emphasize, I wonder if it would be satisfactory if we have the re- 
mainder of your statement printed in the record, because there are 
certain questions that I wish to direct to you on the question of 
contracts. 

Mr. McNem. I can sum up in just a couple of sentences the impor- 
tant points that remain. 

With regard to employment in defense related industries, we find 
that while our expenditures in those industries are continuing at a 
rather stable rate, or even an increasing rate, employment levels prob- 
ably will not go back, in the next few months at least, to the 1957 
levels. 

One other point is that because of the rather level aonaen of 
1959 and 1960, and the fact that we are making every effort to avoid 
peaks and valleys—in other words, keep the flow of business at a 
rather stable level throughout the year—we feel that the business of 
defense can have a sustaining or stabilizing effect on the economy 
through the next 18 months. 

(The unread portion of Mr. McNeil’s prepared statement follows :) 


You may recall that in the summer and fall of 1957 obligations for procure- 
ment and research and development were at a very low rate, amounting only 
to $6.8 billion in the July-December 1957 period although the total planned for 
the year was normal. There was some skepticism expressed here last year as 
to our ability to complete the high rate of planned obligations during the last 
half of fiscal year 1958. Actually, a total of $11.9 billion was obligated for pro- 
curement and research and development in that 6-month period—somewhat 
higher than originally planned. 

The rate of obligations during the July-December 1958 period was higher 
than the comparable 1957 period, totaling $8.8 billion, over 43 percent of the 
annual program, leaving a total of about $11.6 billion to be completed during 
the January-June 1959 period. 

If we assume that roughly the same pattern will prevail’ during fiscal year 
1960 we can expect obligations for procurement and research and develop- 
ment to amount to about $8.6 billion during the July—December 1959 period, 
and about $10.5 billion in the January—June 1960 period, bringing the total for 
fiscal year 1960 to $19.1 billion. 

The obligations figures for procurement and research and development which 
I have just been using are of necessity on a gross basis, since this is the only 
basis upon which the services can report these figures monthly or quarterly. 
Adjustment of the $19.1 billion figure, for example, to eliminate certain intra- 
departmental transactions would result in net or direct obligations of $18.6 
billion for 1960, as shown in the budget document. To either the gross or di- 
rect obligation figure for fiscal year 1960 would have to be added an estimated 
$800 million of additional obligational availability expected to accrue from fiscal 
year 1960 military assistance program orders in order to make the 1960 figures 
comparable with those of prior years. 

Last year I mentioned the rapid changes in the product mix of our major 
procurement and the serious impact of these changes on individual industries 
and firms as well as their employees and the communities in which they are 
located. These changes will continue into fiscal year 1960. The percentage of 
the procurement dollar devoted to aircraft will continue to decline in 1960 
while the percentage going to missiles continues to increase. Whereas aircraft 
took 5834 cents of every procurement dollar spent in fiscal year 1957, they will 
take only 45 cents in fiscal year 1960. Conversely, missiles took a little over 
15 cents of the procurement dollar in 1957 and will take about 27 cents in 1960. 
The proportion of the procurement dollar going for ships will increase from 
about 614 cents in 1957 to over 11 cents in 1960, and electronics and communica- 
tions equipment will go up from 6% cents to over 7 cents. The proportion of 
the procurement dollar going for ammunition and for production equipment 
and facilities will continue to decline. 
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As I pointed out last year, the impact of defense expenditures on employment 
in specific defense-related industries cannot be measured with any degree of 
precision but it is possible to trace some rough relationships by relating De 


fense Department budget categories to Bureau of Labor Statistics employment ’ 


eategories. At best, it is only a rough-and-ready comparison. 

The industry perhaps most directly related to the defense program is the air. 
craft and parts industry. Here employment dropped from a peak of about 
890,000 in the spring of 1957 to about 740,000 in the spring of 1958. 
the last few months of 1958 employment in the aircraft and parts industry hag 
averaged about 765,000, about 115,000 or 13 percent less than the previous peak, 
but only 35,000 or about 4 percent less than the peak employment resulting from 
the Korean war. 

While average employment in this industry during fiscal year 1958 wus con- 
siderably less than in fiscal year 1957, defense expenditures for aircraft and 
missiles were considerably higher. Part of the explanation for this divergence 
lies in the fact that each defense dollar spent in the aircraft and parts industry 
supports less employment year by year as average weekly earnings continue 
to rise. There was a rise of 10 percent, for example, from the second quarter 
of calendar year 1957 to the final quarter of 1958. 

Another important factor, no doubt, is the increasing proportion of engineer- 
ing personnel employed in the industry. These people are paid at a higher 
rate than production workers. 

A third factor is the increase in the research and development, and procure- 
ment of missiles. Although the aircraft companies have received the bulk of 
the missile contracts, the proportion of outside work on these weapons, par- 
ticularly electronics, is much greater than on aircraft. Since defense ex- 
penditures for aircraft and missiles are expected to remain fairly stable through 
fiscal year 1960, there will probably be little change in the employment level in 
the aircraft and parts industry. 

The relationship of employment in the shipbuilding industry to defense ex- 
penditures for shipbuilding is not as direct as in aircraft. But there has been 
a continued uptrend in defense expenditures for this purpose during the’ last 
few years, and employment has shown a substantial recovery during: the last 
quarter of 1958 and is almost back to the 1957 level. 

Communications equipment is another industry closely related to defense. 
Here, too, expenditures have been going up and employment has already re 
covered most of the loss suffered since the second quarter of 1957. The pro- 
portion of the procurement dollar going for electronics, including the electronics 
equipment incorporated in’ the complete aircraft, missiles, and ships,:will prob- 
ably continue to increase for some time to come: 

There remains to be discussed the relationship between defense expenditures 
and obligations for military hard goods on the one hand and sales, new orders, 
unfilled orders, and inventories of the durable goods industry on the other hand. 
It is interesting to note that although sales of durable goods industries dropped 
sharply from the April-June quarter of 1957 to the January-March quarter of 
1958, defense expenditures during this period remained remarkably steady. 
This is in marked contrast to the popular misconception that the sharp decline 
in durable goods sales was triggered by a sharp drop in defense expenditures. 

The relationship between defense obligations for hard goods and new orders 
received by the durable goods industry, however, is quite evident. As we in- 
dicated last year, the unusually low level.of defense order placements in the 
summer and fall of 1957 undoubtedly contributed to the drop in activity in the 
durable goods industry at that time. However, we also pointed out last year 
that the unusually high level of defense contract placements in the first half of 
1958 would be a positive element in the economic picture. 

In conclusion, planned employment by the Department of Defense, both mili- 
tary and civilian, is expected to remain relatively constant during fiscal year 
1960. The overall procurement level of both hard and soft goods will continue 


at about the level of 1959. Every effort is being made in our planning to avoid. 


sharp fluctuations in the rate of contract placement during the balance of this 
year and in 1960. For these reasons we think that the defense program as & 
whole will continue to be a stabilizing factor in the economic picture during this 
period. 


The Cuatmrman. Mr. McNeil, I think it was 2 or 3 years ago that 
Congressman Hébert made a report which showed that of the con- 
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tracts granted by the Department of Defense, some 95 percent were 
negotiated contracts, and only 5 percent. were subject to competitive 
hiding. There was quite a debate on the floor of the House on this 
matter and there was quite a debate on the floor of the Senate in which 
the Senator from Ohio and I participated, and we waited with great 
curiosity and interest to see whether or not there would be some 
improvement on the part of the Department of Defense. 

he Secretary of Defense issued a report on military prime .con- 
tract awards for the year July 1957—June 1958, and on page 26 of 
that report he showed that of the 5,100,000 contracts awarded by the 
Department of Defense during the fiscal year, only 275,000 resulted 
from formally advertised bids. Therefore, only 5 percent were sub- 
ject to competitive bidding, and again 95 percent were negotiated. 

In terms of dollar volume of the $23.7 billion, within the con- 
tinental limits of the United States, only $3.3 billion came from ad- 
yertised bids, or competitive bidding, $20.4 billion from negotiated 
bids, or percentagewise 14 percent from competitive bidding and 86 
percent from negotiated bids. 

We know, of course, in the case of secret weapons those have to 
be negotiated because you cannot publish the details to the world, 
although I am told that Admiral Rickover built the Vauwtilus, which 
was certainly a classified submarine, under competitive bidding. I 
think that is correct. 

Mr. McNett. I don’t believe that it was all advertised. The Vawiz- 
lus contract had elements of competition in it to the extent of getting 
the three or four firms in the field around the table. 

The Cuatrman. ‘They were not negotiated. 

Mr. McNen.. It was really competitive negotiation, if you want 
tocall it that. I think it was a mixture of both. 

The Cxarrman. We also know the great evils which can come from 
negotiating contracts where a supply officer or procurement officer will 
deal only with one person and ies supervision is difficult. All 
these reports which I have here are examples of abuses which the 
Comptroller General has found. I will give the titles for the record. 

“Examination of Subcontracts with Firestone Tire & Rubber Co.” 

“Examination of Department of Navy Negotiated Contracts With 
Collins Radio Co. of Cedar Rapids, Iowa.” 

“Examination of Subcontracts Awarded to Goodyear Aircraft 
Corp., Arizona Division.” 

“Examination of Army Contracts and .Subcontracts. With the 
Birdsboro Armorcast Co., Birdsboro, Pa.” 

“Examination of Subcontracts Awarded to Lambert Engineering 
Co., St: Louis, Mo.” 

Senator O’Manoney. Mr. Chairman, may I interrupt to suggest 
that at the same time, if it is available, you read the name of the prime 
contractor ? 

Mr. McNett. Were these supposed to be contracts which he thought 
should a competitive bidding or advertised bidding instead of ne- 
gotiated ? 

The Cuarrman. Mr. Campbell gave these as examples of where 
the prices were ee rather than subject to competitive bidding. 
I think in virtually every instance he raised serious questions about 
the procedure. He referred to undesirable practices. 












674 ECONOMIC REPORT OF THE PRESIDENT 








Mr. MoNew. Are they prime contracts of the Department or were | meth 
these subcontracts ? i perce 
The Cuareman. They are in both categories. The one I have be- | tiatio 
fore me reads: — | of th 
Subcontracts with firm fixed price purchase orders awarded by administrators Mi 
of various prime contractors under negotiated prime contracts of the Depart. | this 
ment of Air Force and Department of Navy. D 
Prices proposed for the subcontracts were generally accepted by the prime pillic 





contractors without price or cost analysis or comparison with subcontractors’ 
cost experience. 




































The ones I have read are generally prime contracts. I will sa bi 
in the case of Collins Radio it seems to be a prime contract. Here is Oe 
one, “Examination of the Pricing of the Department of Air Force eM 
Contract With General Motors Shar: A-C Spark Plug Division,” | , + 
which seems to be a prime contract. of a 

“Examination of the Department of Navy Contract Negotiated ile 
With the McDonnell Aircraft Corp. of St. Louis.” I will read a T 
paragraph there: M 

Dstablishment of firm price for airframe to be produced by contract by Navy | Som 
contracting officials utilized without adequate verification of cost data which 7 
included duplicate cost and costs not applicable to airframes, of $6 million M 
less than the amount contract, of which $2,969,000 could have been recognized . 
by Navy contracting officials by an accurate review of costs data available | 150 
at the time the price was established. but 

“Examination of the Pricing of the Department of Air Force Con- | Pet 
tract With General Motors.” That seems to be a duplicate. T 

“Examination of the Pricing of Department of Air Force Contracts M 
and Subcontracts With Avtron Manufacturing Co. of Cleveland.” | T 
The finding of the Comptroller General was that the report discloses | ™ 
that unnecessary costs were incurred to the Government because of | Pat" 
the fixed-price contracts and subcontracts that were awarded without | 5m 
adequate verification of the cost analysis. . star 

ere is a contract of the Arm with the A. O. Smith Corp. of Mil- T 
waukee. The report discloses that agency officials negotiated prices | * ™ 
without verifying cost data which the contractor furnished in support \ 
of his total price. Another is “Examination of Subcontractor, Chrys. 7 
ler Corp., Under Department of Army Contracts.” I have not Ip 
exhausted the list. There are certain others which I will merely | 
cite for the record. The 

(The information referred to follows :) . 

“Department of the Navy Contracts With Cleveland Diesel Engine Division I 
of General Motors.” 

“The Practice of Insuring Government-Owned Facilities, Chance Vought Air | S00 
craft, Dallas, Tex.” An 

“Contract With Curtiss-Wright Europa, N.Y.” typ 

The Cuatrman. These are simply samples. wit 

Mr. McNett. I still do not get the point here exactly. I was | 1 
going to make a suggestion, if I may, sir, that, we could take the list, | she 
and have represeniatives appear after taking a look at these re ] 
and respond directly to them. We would be very happy to do so. | ext 

The CHatrMAn. Here is one made in, March 1958. hice is one | ma 
February 1958, March 1958. of 
Mr. MoNer, I would like to inject at this point, if I may—— © ee 
The CuHarrman. I want to make. two points clear. First, more | 4 








contracts should be let by competitive bids. Second, that better 
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cost-plus-fixed-fee contract and not as an advertised-bid contract. Yet 
I know that the Bureau of Ships sat down with different people to 
find out which company was the best one to get the contract, But it 
was not a formally advertised contract. e will not report the 
Nautilus as an advertised contract. 

The Cuarrman. They played one contractor off against another. - 

Mr. McNem. Yes. But we are reporting it differently. We read 
the Nautilus not as a formally advertised bid, but rather as a cost-plus- 
fixed-fee contract with Electric Boat Co. Yet Admiral Rickover dida 
lot of negotiating to get it done. 

The Cuamman. You think the percentage of competitive bid con- 
tracts should be increased ? 

Mr. McNet. I think we should constantly strive to do it that way, 
Otherwise, human nature will drive it the other way. 

The Cuarrman. There is a discouraging thing. Congressman 
Hébert 2 or 3 years ago showed that only 5 per of the contracts 
were let by competitive bidding, and the Department of Defense 
comes in this year and says only 5 percent. So between this study 
by Congressman Hébert and last year, no apparent progress was 
made. 

Mr. McNen. I can’t identify the 5 percent. That puzzles mea 
little bit. 

The Cuarrman. There was 275,000 out of a total of 1,500,000 trans. 
actions. It is on page 26 of the report. 

Mr. McNet. That includes purchases of gasoline, oil and things of 
that nature. We don’t have 5 million major procurement transac- 
tions. I think we will have to get a breakdown of this for you that 
is much more descriptive than this table. ’ 

The Cuamman. All we can work from is the table submitted by the 

Department of Defense. 

Mr. McNet. I understand. It would be our fault for not maki 

it clear. The volume of business we have placed in competitive bid- 
-ding is far more than 5 percent. 

The CuarrMaNn. It is 14 percent on the domestic bids. 

Mr. McNet. On the advertised business. 

The Cuarrman. Only $3.3 billion out of $23.7 billion, 

Mr. McNzm. That is the formally advertised. 

The Cuamman. There is another thing which is involved in this; 
namely, that the frequently close relationships which exist between 
the procurement officers and the supply firms. This is a great abuse 
in private business., We know that there are abuses in the services. 
There is still another factor; namely, the tendency of many high- 
ranking officers upon retirement to go into the service of companies 
which are supplying goods to the Defense Department.. From hav- 
ing been on one side of the desk at one period of time, they move 
to the other side of the desk in rather a brief time. When this is 
accompanied by negotiated contracts, not subject to the competition 
of competitive bidding, there are possibilities of great abuse. 

McNet.. I agree there are possibilities. There have been 
number of investigations of things of that kind for a number of years 
by the Comptroller General and by our own audit groups. I think 
the record is pretty clean. I agree that there is always the tempta- 
tion and it could happen. Yet we have a very great many of head 
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competent people leaving the military services, and somebody will 
hire them and some of them have real talents to supply to some of 
these companies. I think it is a question of national policy, perhaps, 
but I don’t know how we can prevent them from accepting remunera- 
tive employment in fields where they are competent. f think ou 
have to be very careful to maintain a very high standard of ethics 
as far as collusion, influence, and things of that kind are concerned. 

The Cuamrman. Certainly it does indicate that if possible the con- 
tracts should be let through competitive bidding. 

Mr. McNen, I agree, sir. On the weapons system contracts, how- 
ever, they are not really susceptible to that kind of treatment. 

The Cuatmrman. May I raise a few other points while Senator 
Q’Mahoney is getting some material. i 

Does it seem likely that the defense expenditures will be held within 
the President’s budget terms? Are they now running at the budget 
rate or in excess? 

Mr. McNem. They are running a little over the budget estimate. 
They are shown in the Federal budget for this year at $40.8 billion. 
I am sure it will be at least that figure. They could be as high as 
$41 billion. I think that something in that range will cover it. 

The Cuatrman. How sharply do you expect defense spending to 
rise in the years ahead, looking at the long view? 

Mr. McNeriu. That is a crystal ball question, because it is affected 
by so many things. I would say that if conditions stayed about the 
same as far as the world situation is concerned, expenditures might 
rise a little, but not too much, in the next 2 or 3 years. 

The CHarman.. In other words, do you foresee a sort of leveling 
off of defense outlays barring sudden emergencies? 

Mr. McNet. Generally, but perhaps in the balance it could be 
a little on the upside. 

The CHamman, Because of increased costs? 

Mr. McNer. Perhaps because of increased costs. 

The CHarman. Senator O’Mahoney. 

Senator O’Mauoney. Thank you, Mr. Chairman. I was asking my 
office to send up a copy of the report by Mr. Campbell. That is, his 
annual report. No doubt you are aware, Mr. McNeil, that for some 
years now Mr, Campbell on been criticizing military expenditures 
abroad. He charged, for example, that arms were sent to some nations 
which could not use them because they did not have military forces 
in number or in knowledge sufficient or equal to the use of these weap- 
ons. While weapons purchased by us and transported abroad to one 
nation were lying unused within the boundaries of that nation, similar 
requests would come from other nations and duplicate arms would be 
sent out. I notice in the President’s budget that there is the estimate 
for military expenditures for mutual security is less. It maybe that is 
a result of the criticism of the Comptroller General. When the volume 
is received, I will suggest several pages to you, not for answering now, 
but for answer at your leistre after going over them. I do suppose, 


however, that there has been some cutback because of the charges of 
overexpenditure under mutual security programs. 


Mr. McNet.. Senator O’Mahoney, I think that we need Govern- 


ment studies, investi 
6 


tions, audits, whatever you choose to call them, 
by people like the 


mptroller General or by agencies of the Con- 
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gress. We have to have them and we should expect it. May I say this 
on these investigations with respect to the allocation or shipment of 
military apenient to other nations. There has been probably 17 or 
18 billion dollars worth of material shipped since 1949 to the various 
countries in the military assistance program. There have been some 
mistakes without a question. I know one case that Mr. Campbell 
mentioned in the Middle East where certain material was not uh 
got there before it was needed. In fact, there was'ssome material that 
could not be used for 2 or 3 years. It was an error, I think, on the 
whole. However, if you take the military assistance program as a 
whole you will find that a very high percentage of it was well done. 
Maybe 5 percent was wrong. Sometimes, of course, for political or 
other reasons the material was — to encourage other countries to 
develop forces which later they did not develop. 

Senator O’Manoney. When you say political reasons, what do you 
mean ? 

Mr. McNet. International political reasons. I don’t mean domes- 
tic politics. 

enator Manoney. I understand. 

Mr. McNem. For example, it may be considered desirable to en- 
courage a certain country to join with the free world and carry its 
share of the load. You have a chicken and egg proposition. You can 
develop the forces, and after they get the forces‘on the — ground, 
then ship the material, or you can ship the material in line with plans 
to develop the forces. 

a O’Mauoney. Here is another criticism that Mr. Campbell 
made. 

Mr. McNet.. May I finish this one thing? 

Senator O’Manoney. Certainly. 

Mr. McNet.. I know one country in Europe that we think is one of 
our very good allies. We shipped aircraft to them because, accord- 
ing to the pen, they were going to have pilots ready to fly them. In 
their own budget they indicated that they had the money to fly the 
airplanes. They did not fly them the following year. Investigation 
showed we should not have sent the planes when we did. Yet, if the 
airplanes had not been there, that country would not have made the 
contribution to tactical air power in Europe that it did eventually. 
You are dealing with all kinds of pine formulated by different gov- 

ernments, and sometimes they just do not dovetail. 

- Senator O’Manoney. I did not want to pursue the matter in gen- 
eralities because this is an unproductive exc I wanted to pur- 
sue the matter on the basis of the Comptroller General’s report to the 
Comugeans I have had that report thoroughly read by one of the 
members of the staff. I would like to submit it to the Department of 
Defense to secure an answer from them, a considered answer, to file it 
for this record. (See p. 686.) I think it is important for Co 

to know what reaction has taken place in the Department to these 
suggestions from the Comptroller General. The mere fact that I re- 
cite that the Comptroller General made the criticism does not mean 
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that I know the criticism is just. I am not seeking to take advantage 
of the Department of Defense. I know from long experience that 
war and preparation for war is carried on with golden shovels, and 
there are a lot of expenditures that could be cut down. 

For example, take the long fight we have had over the desire to 
enforce in the Department of Defense a rule of consolidated buying 
for common-use items. What progress has been made on that? 

Mr. McNet.. Just before you came in I pointed out that in four 
major areas it has been pretty completely done. These areas are 
food, clothing, medical supplies, and petroleum. 

Senator O’Manoney. You have already gone over that for the 
record ? 

Mr. McNet. Yes. 

Senator O’Manoney. Then I don’t want to pursue it. 

Mr. McNett. In other areas there is a great deal of joint purchasing 
by the services, but it is not formally set up by Department of Defense 
as a departmentwide affair. For example, the Army is buying cer- 
tain equipment for the Navy, and vice versa. There is a great deal 
of that, as you know, in the single service procurement. 

Senator O’Manonry, Would you estimate the saving that is being 
made in this budget for 1960 as compared with the budget for 1959 by 
following this policy urged so long yy Congress ? 

Mr. McNet. You mean on those four items? 

Senator O’Manoney. Yes, percentagewise. 

Mr. McNet. I don’t see that we have much saving. I just men- 
tioned that before you came in. We certainly have hopes and are 
striving for it. The only way I can find a saving is if we can do the 
business with less inventory and with less people. So far we have 
not been able to do that. 

Senator O’Manoney. Will you file a summary statement? 

Mr. McNett. I will. 

(The information referred to follows :) 


There appears to be a mistaken impression that large sums of money can be 
made available from savings effected through single-manager operations. . Al- 
though some savings have been achieved through the reduction of inventories and 
operating expenses in the Defense Department supply system as a whole, it is 
difficult to assess the extent to which these savings are wholly due to the single- 
manager assignments in contrast to those which would have been attained 
through the system of individual service management. 

The inyentories of materiel which qualify for consideration for single-manager 
assignments are generally capitalized under Department of Defense stock funds. 
Such materiel is purchased by the stock funds in terms of net requirements, 
i.e., items in short supply are purchased to meet sales requirements, while items 
in long supply are sold to consumers without replacement. This policy is imple- 
mented through the budgetary review channel, whether the items are separately 
managed or by the military services, or are managed under single-manager 
assignments. The fiscal year 1960 budget—for the stock funds as a whole and 
for the single-manager areas—demonstrates the progress expected in reducing 
inventories of materiel and reducing investments.in inventories. Reductions in 
inventories carry concomitant reductions in personnel costs for supply manage- 
ment, storage and maintenance of materiel. These reductions, to the extent 
that they can be identified, are reflected in the fiscal year 1960 budget. 
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Progress planned in the fiscal year 1960 budget for stock funded materiel and 
the proportion of this materiel under current single-manager assignments is 
shown below : , 


[Dollars in millions} 








Total stock 
funds 






fete TEE NRE Te nek on nn Bese einen aseen 
Obligations, fiscal year 1960. ..........-.--1.-..-2-2.-----4---- $4, 883. 4 
Amount of sales program not requiring reinvestment in in- 

WOON it... ~ Senne disccccdnc duel gust eg erdsy lewae chee $261.6 
Percent of sales program not requiring reinvestment 
Inventories: 

ee RN oa ai. MS - SEI. +s SHG $8, 1 
I A FO is none oat rateeteth< Bnei ariabesaenalh’ $7, 2 
Amount of reduction during fiscal year 1960_-.......... --- $897. 
Percent of reduction during fiscal year 1960_.............-. 1 


































As may be noted above, significant progress is being made in reducing in- 
ventories carried in stock funds through the enforcement of regular supply and 
financial policies whether or not such inventories are under single managers. 

Perhaps the most promising potential economies associated with the single- 
manager concept arises from opportunities it provides for eliminating concur- 
rent buying and selling and for diminishing backhauls and crosshauls through 
integrated distribution operations. Although they are not precisely measurable 
it is reasonable to conclude that some economies from these sources have been 
achieved. Although they may have been partially. offset during the initial phases 
of the Single-manager operation by expenses related to adjustment to new dis- 
tribution patterns, once adjustments to desired distribution patterns have been 
completed, economies should be possible on a continuing basis. 


Senator O’Manoney. In response to Senator Douglas’ queries about 
negotiating bids and the like, hive you personally followed the nego- 
tiation of bids? 

Mr. McNet. No. Generally, yes, but not intimately. 

Senator O’Manonry. Have you followed renegotiations? 

Mr. McNet. Only generally; not directly. - 

Senator O’Manonry. Where can we get a report of the renego- 


tiated bids? 
Mr. McNrem. You mean on the price redetermination or renegotia- 
tion afterwards? 


Senator O’Manonry. What has been returned to the Government 
by way of renegotiation ? 

Mr. McNett. Not too much. 

Senator O’Manoney. There were some releases from the Depart- 
ment of Defense the other day that General Motors returned some $9 
million plus to the Department of Defense because of overcharges that 
were renegotiated.’ Do you know anything about that? 

Mr. McNem Yes. I know a bit about that one. That was the re- 
sult of a dispute which was never settled, and General Motors finally 
returned the money although there had never been an agreement on 
the settlement. I am told by people in Detroit that they did it partly 
as a public relations matter because the discussion had been carried 
on for 2.or 3 years. 

Senator O’Manonery. That was an illustration. I know nothing 
about the facts except what I saw in the paper. There probably are 
other renegotiations. So you will see that we get a statement showing 
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the amount of money that has been recaptured by the Government by 
reason of renegotiation, and the sum that has been repaid, let us say, 
during the last fiscal year? 

Mr. McNetu. There are two parts, just:so I get it clear. Renegotia- 
tion, as such, is undertaken by the Renegotiation Board, which does 
not report to the Secretary of Defense. But we can get that informa- 
tion and file it for you. 

(The following was subsequently received for the record :) 


THE RENEGOTIATION BOARD 


REFUND DETERMINATIONS 


During the fiscal year ended June 30, 1958, the Renegotiation Board made 254 
determinations of excessive profits: This brought to 3,202 the total number of 
such determinations made by the Board since its inception. Of the 254 de 
terminations made during fiscal 1958, 202 resulted in bilateral agreements 
between the Board and the contractors involved; the other 52 resulted in the 
issuance of unilateral orders for refund payments. The excessive profits repre- 
sented by all 254 determinations were $112,724,199; those covered by the agree- 
ments were $61,042,216. The following table shows that the cumulative total of 
all Board determinations of excessive profits through June 30, 1958, was 
$723,055,054. This amount, and the figure for fiscal 1958, are broken down in the 
table according to the renegotiable sales volumes represented in the determina- 
tions. 


Analysis of refund determinations with respect to renegotiable sales volume to 
June 30, 1958 


Renegotiable sales volume Refunds de- | Portion of 
termined ! total 


Fiscal year ended June 30, 1958: 
Under $500,000 
$500,000 to $1,000,000 
Over $1,000,000 109, 168, 758 


Total for the year 112, 724, 199 


Cumulative to June 30, 1958: 
Under $500,000 24, 652, 379 
42, 351, 593 
Over $1,000,000 656, 051, 082 


Total to June 30, 1958 


1 By agreements or orders. 
Source: The Third Annual Report of the Renegotiation Board. 


Mr. McNem. Then we have within the Department the work of 
the contracting officers in price redetermination before contracts are 
completed. That has to do with adjustment. of the final contract price 
based upon the cost experience of the manufacturer. It may be a bit 
difficult to get this information but we will see what we can get on re- 
funds and recoveries after contracts have been completed. 

Senator O’Manoney. I noticed that you opened your statement, 
Mr. McNeil, by saying that you were here as a representative of the 
Department to contribute whet you can to the consideration of the 
President’s Economic Report. You point out that the Secretary of 
the Treasury, the Director of the Budget, the Council of Economic 
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Advisers, and other Government officials who dealt with the Federal 
budget and. the economy as a whole have already testified before this 
committee, which is true, You say that the defense budget, and I 
am quoting your statement now: 

The 1960 defense budget is based on the premise that the Nation’s essential 
military requirements must be met. 

Would it be proper for me.to ask you, do you in your own opinion 
believe that these essential military requirements have been met in the 
budget ? 

r. McNem. Yes, I do. I have listened to these discussions for 
a good many years. As you know, when you were chairman of the 
Senate Appropriations Subcommittee, I was listening to them then. 
I believe that those people, in whose judgment I have a great deal 
of confidence, would all agree that this budget does accomplish these 
purposes, 

Senator O’Manoney. I know as a result of those sessions that we 
used to have in the old days that there was some pretty wide disagree- 
ment among the leaders of the Department of Defense in what would 
be essential for military defense. 

Mr. McNet. That is right, sir. 

Senator O’Manoney. Finally, what was presented to Congress was 
a compromise among the departments. 

Mr. McNet. There are still differences. I mentioned that in the 
statement. 

Senator O’Manonery. And still compromise. 

Mr. McNett. Yes, although I believe they are much closer today 
than they were 5 years ago or 8 years ago. 

Senator O’Manoney. But all disagreement has not been eliminated 

et. 
* Mr. McNet. No, and it probably never will be. 

Senator O’Manonry. Can it be said to the public and to the Con- 
gress—can this committee report to the Congress—that the defense 
budget is a budget which cannot be cut or expanded in the Nation’s 
interest ? 

Mr. McNem. There never has been a budget prepared that could 
not have some dollars taken out. 

Senator O’Manoney. Yes, I a with that generality, Mr. Me- 
Neil, but this is what I am thinking of. Personally, I believe that 
freedom in the world as we have grown to know it and love it stands 
in great danger. I believe that the Soviet Government, having made 
a driving expansion of its military production, its scientific produc- 
tion, its development of missiles and satellites, feels that it is in a 
position where no war against it can be successful, and where it is 
unnecessary for Soviet Russia to wage a shooting war against us. 
Nevertheless, it seems to me from what the Russian statesmen have 
said, to be quite clear—the Russian leaders, perhaps I should say, 
rather than statesmen, the latter being a proper cognomen for them— 
what they have said seems to be hang upon complete faith that they 
are anand of us in military, missile, and satellite production. I judge 
that in the Department of Defense there are many military leaders in 
every branch of the service who entertain the same opinion. I feel 
that because of this conviction by the Russians they have turned to the 
cold war against the United States. They want to destroy our power 
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to produce, if they can do it. We get reports from leaders of busi- 
ness, too, and many of these indicate that the Soviet campaign is 
designed to break the world market price in many commodities. You 
have heard those reports. 

Mr. McNetm. Yes, sir. 

Senator O’Manoney. Do you think that in preparing for the next 
fiscal year we have done enough with respect to the defense budget 
and the domestic civilian budget to make certain that the income of 
the United States will continue to rise to enable us to make the ex- 

nditures which defense leaders believe are necessary, or are we to 
eae the conclusion, as some witnesses have drawn, that the budget for 
1960 was based primarily upon the desire to balance the budget and to 
stabilize prices? 

Mr. McNem. You asked a number of questions. 7 

Senator O’Manoney. Yes, I know that. 

Mr. McNet. There is no question that any military budget that I 
have been connected with over the years has been limited, set in a ball 
park way at least, Samy revenues or yet revenues, debt lim- 
its, and so forth. ere is no question but that Federal income has 
had something to do with budgets. To the extent that they would put 
pera on us to take out things that were unnecessary there would 

no harm done, and I think everybody would applaud it. Only if 
such pressures made you cut out things that were considered quite 
essential would it seem to me to be getting us into difficulty. 

I would like to ask if I may to stick to the defense portion, because 
I think you have had some very competent witnesses on the economy 
as a Whole—that is, whether the Government’s economic policy is gen- 
erally correct. 


Senator O’Manonry. The only reason I asked the question, Mr. 
ee because while you have come here to speak for the Depart- 


ment of Defense, it must be common knowledge that what we can do 
by way of defense depends entirely upon what we can do on the pro- 
duction of tax revenue that will in Fact balance the budget. t am 
advised that the Department of Labor is today reporting that unem- 
ployment for January was not less than it had been thought to be, but 
more. 

Senator Doveras. Will the Senator yield? 

Senator O’Manoney. Certainly. 

The Cuamman. Since it is now 2 minutes past 12 o’clock, and since 
figures for unemployment for January were released precisely at 12 
downtown, I wonder if the Senator would forgive me if I put them 
in the record? 

Senator O’Manoney. Of course, let us put them in. I heard them 
last night. 

The Cuarrman. There is a labor force of 67,430,000, estimated total 
employment of 62,706,000, unemployment. of, 4,724,000, contrasted to 
unemployment figure of 4,108,000 in December. It is true that there 
is generally a’seasonal rise between December and January. On un- 
adjusted rates the percentage of unemployment for January, 7.0; 
seasonally adjusted, 6.0; as compared to a figure of 5.8 nomial ad- 
justed last January. 

There is another factor which I have tried to get included in the 
official figures for several years unsuccessfully, namely, the full-time 
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equivalent of the-voluntary part-time unemployed, namely, how much 
unemployment exists within employment. That would amount ac- 
cording to our computation—these are not figures from the Depart- 
ment of Labor or Department of Commerce although they are based 
on their figures—to 1,080,000 more, or according to our figures 
again a sum total of completely unemployed and the equivalent of the 
involuntary part-time employed, 5,804,000, or something over 8 per- 
cent on an unadjusted basis, and something over 7 percent on an 
adjusted basis. 

Senator O’Manoney. Mr. Chairman, I am glad you put that in. 
That is the factual situation which has been called to my attention. 
We are dealing with the Full Employment Act of 1946. That law 
was enacted by Congress and approved by the President and observed 
by the present President, with the idea that one of our major pro- 
grams—one of our major policies—as a nation should be to keep the 
economy growing. The facts which are presented to us show that 
the position of the Nation debtwise is getting worse than it ever was 
before. We are paying more interest upon the national debt than we 
ever began to think of paying before. This interest on the national 
debt has been rising steadily since 1953, from something a little over 
$5 billion a year to something now over $8 billion a year. 

At the same time, the price of Government bonds, bills, and notes 
sold by the Treasury for the purpose of raising the money with which 
to pay the cost of defense and economic growth, are selling at less than 
par for the most part. 

In the last several days I have noticed quotations in the market. 
They have shown that bonds, bills, and notes have tended downward 
steadily, whereas on the other side of the market, common’ stocks ‘are 
rising, seemingly in anticipation that inflation is coming. Common 
stocks are the vehicle to hedge against inflation. 

Therefore, it seems to me it is utterly impossible for the Department 
of Defense to figure its budget without considering the full national 
economy. 

Mr. McNen. [think that is correct, Senator. 

Senator O’Manoney. I am sure the experts on your staff and those 
of Secretary McElroy are experts in real name. 

Mr. McNet.. I think we have to emphasize the defense aspect, but 
we certainly have to pay attention and be quite aware of the effects 
of anything that is done. First, we certainly want as stable a price 
structure as we can, because in the last few years it had affected our 
whole budgetary operation and our planning. Looking ahead to the 
immediate future, the balance of 1959 and 1960, in our planning we 
are eaearnelang: the most stable oe structure we have had in 4 or 
5 years. Just how long that will last I don’t know at the moment. 

Senator O’Manonry. May I interrupt you to say at that point that 
if it be a fact—and I think it is the fact—that. the prices that the 
Department of Defense must pay for the things they must buy have 
been increased by inflation tremendously. There is no doubt about it. 
That makes me think of the questions which Senator Douglas asked 
you, and the statement I find in the Annual Report of the Comptroller 
General of the United States for 1958 on page. 80, with respect to 
contracting. This statement confirms what Senator Douglas quoted 
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from the annual report of the Department. Reading from page 80 
under the title, “Contracting,” I find this: 

The volume of purchasing under contract by the military departments now 
amounts to about $25 billion annually, and represents about 35 percent of the 
total Federal budget. The complexities of so large a program are without 
parallel and affect almost all Government agencies and a vast number of 
business concerns, large and small, in the country... It has a pronounced effect 
upon the entire economy of our country. Government and industry alike, buyers, 
sellers, and taxpayers, have a vital stake in seeking the most effective policies 
and practices by which this tremendous procurement can be accounted for. 

It has been estimated that 80 to 90 percent of all military purchases are made 
by negotiated cdntracts, Prices under negotiated contracts are established to 
a large extent on the basis of the contractor’s actual or estimated cost of pro- 
duction rather than on the basis of competitive bidding. Therefore, evaluation 
of the reasonableness of prices requires a knowledge and thorough analysis of 
the various cost elements from the standpoint of the conditions and circumstances 
present at the time of the award. Effective negotiation requires that both 
government and industry have a full understanding of all pertinent factors. In 
our contract audit work we appraise on a test basis the agency’s contracting 
and review of contractor’s operation. ‘The contract negotiations are of partic- 
ular importance. We are concerned, among other things, with the effectiveness 
of the agency’s techniques for identifying and eliminating any overstatements 
of costs or unreasonable allowances with contingencies included in the con- 
tractor’s price proposal— 


and so on. I am.going to take. all my time reading this report. It 
is there for the Defense Department to read. | It canna the inquiries 
that were made by the chairman this morning. I am sure that the 
Department of Defense will have pity upon the members of this com- 
mittee who must report to the full Pighasees So we are looking to 
you to supply us the expert information which you must have: 

Is there a better way of purchasing these products than the way 
you are purchasing them? Is there a more efficient way to fight in- 
flation by negotiation of this tremendous  percen: of contracts? 
Is the competitive system of buying the best system? Do the Army 
officers who negotiate the contracts have sufficient training to make 
the purchasing in the public interest ? 

I find this sentence on page 83: 

In a contract involving costs of over $150 million, the contractor did not make 
available for review by local agency officials the detailed information support- 
ing estimates of cost, and the agency officials had only 6 working days to review 
a target price proposal. 

This was a statement taken from paragraph 3 on page 83 which 
was entitled, “Insufficient Data and Time for Evaluating Price Pro- 
posals.” 

I say to you, Mr. McNeil, for the information of Secretary Mc- 
Elroy, that there is a wealth of information in this report from the 
General Accounting Office.. I feel that before our committee can 
make any recommendation whatsoever to the whole body of Congress, 
we must have, and ought to have, the assistance from your Depart- 
ment in the form of an analysis of this report, and a statement of the 
“— that you are taking to carry out the recommendations made. 

am not going to spend the entire morning, Mr. Chairman, to go 
into the matter, But this annual report of the Comptroller General is 
available to every Member of Congress, it is available to you, and I 
think it will be invaluable if you will take this up with the Secretary 
and have the arrangements made for an analysis of this report sub- 
mitted to us. 
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Mr. McNet. I will be very happy to do that. I would just like to 
add a comment at this time, This is not to depreciate that pee 
in any way, or anything im it. Some of these things are of long 
standing. This problem of procurement is getting to be a tougher 
one as we go along in this new weapons business... I won’t say we 
are perfect. That is the last thing I would say. These new weap- 
ons systems are taking a big chunk of our money. Even in some of 
the items that we don’t call new any longer, such as the B-52, they 
are almost a proprietary item. They are really not open to competi- 
tive bidding. They are going to continue to be built, probably, by 
Boeing. There is no one else equipped to build them. 

The same way with certain other types of aircraft. The high per- 
centage of dollars will probably still go to negotiated ve of busi- 
ness, or in these new weapons systems even the cost-plus-fee type, 
and there has been an increase in that. That does not mean we can’t 
constantly pursue this problem. 

* (The information requested follows :) 
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DEPARTMENT OF DEFENSE STATEMENT ON GAO REPORT oF FINDINGS 


Evaluations of operations within the Department of Defense which are pro- 
vided by the General Accounting Office have proved to be of significant value to 
the Department. These reports serve two specific purposes. First, they are 
reviewed with respect to the deficiencies reported and the causes for these defi- 
ciencies, after which action is taken to ascertain the degree of corrective action 
taken within the agency of the Department of Defense upon which the report 
has been rendered. The second purpose of these reports is to extract, for our 
own consideration, problem areas which we view from the standpoint of Depart- 
ment of Defense policy. Causes for deficiency are analyzed and a program 
outline established for the development of DOD policy to fill policy void, should 
such exist, or to revise the DOD policy statement if such is insufficient. These 
reports have been most helpful in both of these respects and play prominently in 
our checklist for management control program development. 

As a general practice, the General Accounting Office refers its findings to the 
agency of the Department of Defense upon which -the report is rendered for 
review and comment. In turn, such agencies supply to the General Accounting 
Office their analysis of the problems and recommendations along with action 
taken or initiated to correct unsatisfactory condition cited by the General 
Accounting Office. The General Accounting Office then includes in its final report 
the comments and status of action provided by the Department of Defense agency. 

The following statements address themselves to the specific areas of criticism 
reported on by the General Accounting Office in its 1958 report of findings, As 
submitted, each statement, in its heading, refers to the page in the General 


Accounting Office report in which the criticism appears, and is transmitted in 
numerical page order. 





PAGES 1 TO 3, INCLUSIVE: MILITARY ASSISTANCE PROGRAM 


The Assistant Secretary of Defense (International Security Affairs) 
ASD (ISA) points out that, thus far this spring, three separate sessions 
with the House Foreign Affairs Subcommittee have been held, during which time 
the current reports on the military assistance program have been exhaustively 
reviewed and the Department of Defense positions made clear. Because of the 
complexities involved, the ASD (ISA) is prepared to testify before the Joint 


Economic Committee on any aspect of the military assistance program which the 
committee is interested in pursuing. 





PAGE 4: CONTINUING PROBLEMS IN REDISTRIBUTING EXCESS SPARE PARTS AMONG THE 
MILITARY SERVICES 





The GAO report is correct in its observation that unresolved problems, partic- 
ularly the lack of a mandatory exchange of information regarding long supply 
assets, affected the maximum utilization of existing Department of Defense stocks 
at the time of the GAO 1958 investigation. 
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This situation was recognized by the Department of Defense as requiring 
attention leading to a workable and effective solution. Towards these ends, the 
Secretary of Defense issued a new comprehensive policy directive on January 27, 
1959, entitled “Policies for the Transfer of Department of Defense Supply System 
Inventories.’ As its title implies, this Directive establishes basic policy for the 
transfer of Department of Defense supply system inventories. It alters previous 
policy statements regarding reimbursement requirements between the services 
and specifically provides for— 

(a) Categorization of property as either “transferable-reimbursable” or 
“transferable-nonreimbursable,” together with criteria for such categoriza- 
tion which is based on depth of supply ; 

(b) Transfer of property between inventory managers in keeping with (a) 
above, irrespective of its character (i., stock fund or appropriation 
financed) ; 

(c) Reimbursable release of certain stocks held for mobilization reserve 
proposed together with reinvestment authority for proceeds so generated 
when necessary under authorized procurement programs. 

(@) The basis on which excess stocks will be programed and transferred 
to military assistance programs; 

(e) The basis for transfer of property to other Federal activities. 

In terms of the GAO report, this directive provides specifically for the redis- 
tribution of all long stocks between inventory managers without reimbursement. 
Implementing instructions are currently under preparation. These, in addition, 
to the basic directive itself, should contribute in large measure to the resolution 
of problems cited by the GAO in its report. 


PAGE 5: INADEQUATE CONSIDERATION OF AVAILABLE COST INFORMATION IN NEGO- 
TIATING CONTRACT PRICES 


The report statement of the GAO involves two policy matters: (a) That cost 
information available to the contractor after the date set for the establishment 
of the redetermined price should be received and utilized in the redetermina- 
tion of prices; and (0). that contractors have withheld information other than 
appeared in their “formal books and records” and that such records, if dis- 
closed, would have resulted in reductions in the negotiated prices. 

Both these have been brought to the attention of the Department of De- 
fense previously. Both relate to contract provisions for the cost support of 
price redetermination. We are currently in the process of publishing a Depart- 
ment of Defense family of price redetermination clauses. A typical provision 
of these clauses, pertinent to the GAO statement reads as follows: 

“PRICE REDETERMINATION. Not more than days nor less than 
days before the end of each redetermination period, except the last, and as 
otherwise provided in (iii) below, the contractor shall submit : 

“(i) proposed prices for supplies which may be delivered or services 
which may be performed in the next succeeding period under this contract, 
together with— 

“(A) an estimate and breakdown of the costs of such supplies or 
services on DD Form 784 or in any other form on which’ the parties 
may agree; 

“(B) sufficient data to support the accuracy and reliability of such 
estimate; and 

“(C) an explanation of the differences between such estimate and 
the original (or last preceding) estimate for the same supplies or 
services. 

“(ii) a statement of all costs incurred in the performance of this con- 
tract through the end of the .. month prior to the date of the submission 
of proposed prices, on DD Form 784 or in any other form on which the 
parties may agree, together with sufficient supporting data to disclose unit 
costs and cost trends for— } 

(A) supplies delivered and services performed ; and 

“(B) inventories of work in process and undelivered contract sup- 
plies on hand (estimated to the extent necessary) ; 

(iii) supplemental statements of costs incurred subsequent to the date 
set forth in (ii) above for— 

“(A) supplies delivered and services performed ; and 

“(B) inventories of work in process and undelivered contract sup- 
plies on hand (estimated to the extent necessary) ; 
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as and to the extent that such information becomes available prior to the 
conclusion of negotiations on redetermined prices ; and 
“(iv) any other relevant data which may reasonably be required by the 
contracting officer. 
Upon receipt of the data required by this subparagraph (c), the contractor and 
the contracting officer shall promptly negotiate to redetermine fair and reason- 
able contract prices for supplies which may be delivered and services which 
may be performed in the period following the effective date of price redetermina- 
tion. Where the contractor fails to submit the data as required above within 
the time specified, payments under this contract may be suspended by the con- 
tracting officer until the data are furnished.” 

With respect to currency of information, it is to be noted that the Depart- 
ment of Defense has accepted the desirability of receiving from the contractor 
the latest “current” cost information in (iii) above. 

With respect to receiving and utilizing cost data other than that which ap- 
peared in the contractor’s “formal books and records,” the GAO in its report 
to the Department of Defense described the records as “working papers.” The 
Department of Defense response was to the effect that adoption of the above 
clauses, particularly (i)(B) which requires that the contractor supply “suf- 
ficient data to support the accuracy and reliability of such [cost] estimate,” 
and (iv) “any other relevant data which may reasonably be required by the 
contracting officer,” were sufficiently broad to cover whatever cost data is 
required. 

We believe that the publication of the clauses solves both problems. 


PAGE 6: INAPPROPRIATE USE OF FIXED-PRICE CONTRACTING 


The GAO report notes that there is included in the Armed Services Procure 
ment Regulation (pt. 4, sec. III), guidance with respect to the selection of con- 
tract types, ‘T'he conclusion is reached that “additional guidance is needed,” 
because firm fixed-price contracts were utilized in nine instances during a 2-year 
period which the auditor. believed should have been on another basis. The 
auditor further believed that this action resulted in excessive pricing of approxi- 
mately $3,800,000. 

During the period in question, there were about 8 million procurement trans- 
actions awarded of which nine improper judgments relating to types of contract 
are alleged to have been found. Again, during the period in question, procure- 
ment awards amounted to approximately $40 billion. 

The general policy with respect to the use of types of contracts is included 
in part 4, section III, Armed Services Procuremerit Regulation. This part 
includes basic direction with respect to the use of all authorized types of con- 
tracts. It includes specific direction that the “selection of a contract type is 
generally a matter for negotiation. The proper selection of an appropriate type 
of contract is of primary importance in obtaining fair and reasonable prices 
under all of the circumstances.” In other words, the selection of a contract 
type is the subject of bargaining in relation to the transaction itself, and actually 
is very critical in the determination of the bargaining for the price which fol- 
lows. From the record at hand, it it not clear the extent to which the negotia- 
tors for the contractor pressed for the utilization of the firm fixed-price-type 
contract. The Department of Defense feels that the contracting officer ought 
not to determine unilaterally the type of contract to be employed to cover a 
contract being “negotiated,” 

We believe that the Congress has made it clear through the years that the 
firm fixed-price-type of contract is to be preferred over all others to the extent 
that it may be deemed that the price agreed upon is reasonable under the cir- 
cumstances. It must be recognized that this type of contract imposes the 
greatest risk upon the contraetor, and thereby the greatest incentive for superior 
production at the least cost. As a matter of fact, on the basis of the studies 
which we have made pursuant to the administration’s project to reasonably 
stabilize prices, we have come to the conclusion that this can be done only by 
the use of more, not less, firm fixed-price-type contracts. While it is true that 
there can undoubtedly be occasional high prices resulting from this attitude, 
we have concluded that in the overall, the imposition of real incentives to save 
will result in less costs. To the extent that there may be an occasional higher 
price, it will not persist since the followon procurement pricing will be predi- 
cated upon the cost experience under the initial procurement. 

In reviewing the direction respecting»guidance for the selection of contract 
types, the Department of Defense feels it is adequate as currently stated. 
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PAGE 6: COLLECTION OF RENT FOR COMMERCIAL USE OF GOVERNMENT-OW NED 
FACILITIES 








It is true that out of the large number of Government contracts involving the 
use of facilities, occasional discrepancies can arise. However, to the extent 
they may exist, these should become minimal as new contracts are written under 
the more definitive policy guidance which has been set forth in our Armed 
Services Procurement Regulation (ASPR) in the recent past. These provisions, 
developed in coordination with the military departments, replace individual 
departmental procedures and adequately cover the discrepancies GAO noted 
in its report. 

In this regard, section XIII of the ASPR, specifically part 6, states, “when- 
ever industrial facilities are made available for use on work other than for an 
agency of the Department of Defense, the user shall be charged a fair and 
reasonable rental * * *.” As further elaboration, these provisions require that 
charging for that portion of facilities constituting “real property” is to be on the 
basis of sound commercial practice, including the use of any prevailing com- 
mercial rates. However, in accordance with the provisions of the law (10 
U.S.C. 2667) concerning the leasing of Government facilities for commercial use, 
the rental charge may take into consideration obligations assumed by the user 
to protect and maintain the property as well as to perform other services as 
all or part of the consideration for the contract or agreement. In any event the 
rental charge shall be such as to prevent the user from obtaining an unfair 
competitive advantage over competitors who own their facilities or obtain them 
from private sources. These provisions are applicable regardless of how little 
or how much the property is used for commercial purposes. 

These same requirements also apply to “personal property” that may be used 
for commercial purposes and specific rental rates are prescribed. In the case 
of “production equipment,” the rental rates supplement any obligations under- 
taken by the user to provide maintenance or other services. 

In response to the suggestion that a special study of the problem be under- 
taken by the Department of Defense, it is important to note that our policies 
and the implementations thereof are under constant review. For example, the 
matter of accounting for and managing Government-owned industrial facilities 
has been exhaustively studied by an interdepartmental working group. The 
report was submitted in June 1954 to the Office of the Secretary of Defense and 
many of the provisions now incorporated in our regulations are an outgrowth 
thereof. In addition, the ASPR committee is presently preparing further 
detailed guidance for publication in order to assure that any competitive ad- 
vantage that one firm may obtain by virtue of having Government-owned 
facilities is minimized. 

Moreover, steps have recently been taken to review departmental implemen- 
tations of DOD basic procurement policies in order to ascertain if further guid- 
ance may be required. Similarly, departmental audit and inspection activities 
are charged with following up contractual actions to assure that they are made 
in accordance with regulations. 

It is the DOD’s intention to take every reasonable action to follow up en 
specific cases or on deficient policies as they are ascertained to be certain that 
the DOD collects appropriate revenues for the use of its facilities with minimum 
administration costs. 








































PAGES 7 TO 9, INCLUSIVE: SIGNAL CORPS SUPPLY DEFICIENCIES 


The Department of the Army has submitted the following comments regarding 
the criticisms raised by the General Accounting Office. 


Comments 


A brief review of the events leading to the conditions cited by the General 
Accounting Office is considered pertinent before dealing with the specific criti- 
cisms. For instance, rollup stock turned in by troop units at the end of World 
War II was consolidated at Hanau Signal Depot, Germany. The classification, 
taking of inventory, and the establishment of stock records for these rollup 
stocks presented a task of considerable magnitude. However, in 1951 and 
before that task was completed these stocks were redistributed from Hanau 
Depot to Saumur, Verdun, and Pirmasens. Since the German people from 
Hanau could not be transferred to France with the stocks the task of segre- 
gation, classification, and taking of inventory of these stocks was further de- 
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layed by lack of trained personnel at the new locations. Training of both 
French civilian and U.S. military personnel was accomplished concurrently with 
the purification of the stocks. During the period when these stocks were being 

classified and inventoried the supply records of the Signal Supply Agency, 
Europe, were, of necessity, based on the best information available. Conditions 
were further complicated by the fact that substandard storage facilities were 
encountered at both depots in France. This resulted in a diversion of person- 
nel from classification and inventorying of stocks to a maintenance-in-storage 
program to minimize deterioration of stocks. As progress was made in purify- 
ing inventories and classification of stocks at these depots, the records of the 
Signal Supply Agency, Europe, improved accordingly. It has not been possible 
to expend full effort to establish perfect procedures. 

The performance of the Signal Supply System in Europe has steadily im- 
proved. As evidence of that improvement the actual issues to using units in 
Europe plus stocks declared excess have exceeded the volume of supplies requisi- 
tioned from the United States depots for replenishment to the European depots. 
This has resulted in a significant reduction in total stocks on hand. For in- 
stance, dt the time of the General Accounting Office report the total inventory 
was estimated at $108 million whereas it was $86.1 at the end of December 
1958. Likewise, the $42 million of items in excess of requirements reported by 
the General Accounting Office, had been reduced at December 31, 1958, to $21 
million, $18 million of which has been declared to other agencies. 

Since the 1955 visit of the General Accounting Office team, the Signal Supply 
Agency, Europe, has taken action to correct the legitimate deficiencies reported 
by the team, but what is more important has initiated an intensive program for 
improvement of operational management to preclude recurrence of similar in- 
stances. Some of the more important actions taken are cited in this statement. 
Recruitment and training of indigenous employees to provide continuity has 
been especially emphasized. Such a program could not be expected to produce 
positive results immediately. After a period of 3 years of intensive training 
efforts, the positive results are becoming apparent. These will now increase 
proportionately in the months to come. 

Comments concerning the specific criticisms follow : 

1. Inaccurate and unreliable records.—Procedures have been strengthened to 
provide for timely recording of all transactions. Training and orientation classes 
have been conducted for supply management, storage, maintenance, and inspec- 
tion personnel to assure understanding of the applicable procedures. Guidance 
and assistance has been given to supervisory personnel in review and analysis, 
methods analysis, and charting techniques to facilitate the early detection of 
errors and to improve the quality of supervision of supply performance. Cross 
referencing of records to show acceptable substitute items has also been com- 
pleted. . 

2. Ordering unneeded supplies from the United States—Cross referencing of 
records so as to facilitate identification of acceptable substitute items has been 
completed. This will expedite supply and reduce number of dues out and reduce 
overall inventory. Arrangements have been made by the Chief Signal Officer 
through the U.S. Army Signal Supply Agency, Philadelphia, Pa., to furnish list- 
ing of equipment allowances pertaining to the theater for comparison and cor- 
rection of COHZ Signal Supply Control Agency’s records. U.S. Army Signal 
Supply Agency, Philadelphia, has furnished guidance and supervision in the 
preparation and review of supply control studies so as to establish most accurate 
basis for ordering supplies. Other actions which have been taken to correct 
this condition are establishment of commodity manager staff under. the recent 
reorganization of the Signal Supply Agency, Europe; staffing of key positions 
with technically trained personnel ; establishment of closer liaison with customer 
agencies; revision of controls to segregate high and low dollar value stocks in 
processing of supply documents. Training courses have been conducted to im- 
prove technical competency of operating and supervisory personnel and a com- 
mittee has been established, composed of management personnel to review and 
approve high dollar value requisitions prior to release. A followup system for 
eanceling quantities due in when changes occur in customer requirements, In- 
ereased emphasis is being directed to this aspect of control so that this: should 
cease to be a problem. 

3. Unnecessary reservations of stock—The Department of the Army has pro- 
vided the Signal Supply personnel in Europe with the most recent guidance on 
computation of special reserves. On-the-spot instructions have been given in 
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the proper application of these procedures. Procedures for conduct of periodic 
review of stocks held in reservation codes have been established.. The reviews 
are being conducted on a continuing basis. When reserve stocks are identified as 
no longer required for the purpose for which reserved, supply levels are reviewed 
for possible excess and necessary disposal action taken, where indicated. Closer 
monitorship of stocks held in account codes will be accomplished under the com- 
modity management system. This system will provide continuous review by 
technically qualified personnel to insure the integrity of the reservation ac- 
counts. 

4. Lack of adequate storage plans—Complete plans for depot operation, in- 
cluding a storage plan for the new warehouses at Montreuil-Bellay, France, have 
been developed. A representative of Department of Army visited the Huropean 
area and assisted with the development of the plans. These plans provide for 
the shipment of stocks into the new warehouses, operations layout, locator sys- 
tem, and equipment and personnel requirements. Assistance was also given in 
the following areas: Warehouse planning; space utilization; layout palletizing; 
storage practices for vehicles and power units and other supplies and equipment ; 
inventory procedures; receiving, shipping, and stock-selection methods; various 
administrative forms; depot organization; depot improvement; construction of 
steel storage racks; locator cards; and safety instructions and safe storage 
practices for MME equipment and flammable materials. 

Information concerning the technical description and unit cost of all supplies 
and major items of equipment required for Montreuil-Bellay was also furnished. 
Discussions were held with operating and supervisory personnel concerning this 
plan and, where necessary, agreements and recommendations were confirmed in 
writing or by development of formal procedures. Department of Army proposes 
to furnish continued assistance with the full implementation of this plan. This 
plan will be used as a guide in improving operations in the other depots. 


PAGES 10 AND 11: EXCESSIVE COSTS INCURRED IN PROCESSING PAYROLLS FOR CIVILIAN 
EMPLOYEES OCCUPYING UNGRADED POSITIONS 


The Department of the Navy’s position concerning the subject General Ac- 
counting Office criticism is set forth below. 

By letter of October 24, 1958, the Comptroller General requested the Depart- 
ment of the Navy to reconsider its policy of paying ungraded employees on a 
weekly basis. The letter noted that a 1955 study estimated annual savings . 
in excess of $1 million if a biweekly pay system were adopted, but also recog- 
nized that employee morale and certain other factors not readily measured in 
dollars required consideration in arriving at a decision. In a letter dated 
January 13, 1959, the Assistant.Secretary of the Navy (Personnel and Reserve 
Forces) advised the Comptroller General that it was not considered in the 
best interests of the public or the Navy to adopt a biweekly pay period system 
for ungraded employees, and stated the reasons for that decision. 

The. question of adopting a biweekly pay period system for ungraded em- 
ployees has been considered on several occasions in the past, and, prior to the 
above-mentioned decision, most recently in 1955. The previous decisions to 
continue weekly pay periods were based upon all known facets and effects of 
converting to a biweekly system as opposed to maintaining the status quo. 

Following receipt of the Comptroller General’s letter, the Navy conducted 
a thorough review of the bases of its policy in this matter. This review in- 
cluded obtaining the opinions of various naval bureaus and offices which have 
management cognizance over the field activities employing ungraded workers. 
In accordance with the White House policy relative to soliciting and considering 
the views of employee groups in the formulation and adjustment of personnel 
policy, the Navy also secured the views of the major employee groups. The 
majority of the naval bureaus and offices favored continuing the existing policy. 
Employee groups were unanimously and strongly opposed to changing ungraded 
employees from a weekly to a biweekly pay period system. 

As a result of the review, it was determined that employee-management 
relations considerations required at least equal weight with fiscal and account- 
ing considerations in deciding if the Navy should adopt a biweekly pay system. 
The review also resulted in the following conclusions: 

1. It is prevailing private industry practice to pay shop-type employees on 
a weekly basis, and the practice has become almost standard during the last 
30 years. In 1929, 57 percent of the Nation’s factory workers were paid on a 
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weekly basis. Surveys of 17 major industrial areas conducted in 1954-55 by 
the Bureau of Labor Statistics indicated that 91 percent of the plant workers 
of the companies contacted were paid on a weekly basis. It is believed that 
the Department of the Navy should follow the prevailing private industry 
practice unless there’ are compelling reasons for doing otherwise. In view 
of the very strong trend toward weekly pay periods during the past three 
decades, a change to a biweekly pay system would be a backward step in terms 
of employee-management relations. 

2. A change to a biweekly pay system would have a profoundly disturbing 
effect upon the morale of the Navy’s ungraded employees. Depressed employee 
morale typically results in reduced efficiency, lowered productivity, and an 
increased number of grievances and complaints, all of which are items of 
expense, even if they cannot be readily measured in terms of dollars and cents. 
The fact that the lowered morale condition would be temporary in nature does 
not alter the fact that it would be expensive. Moreover, a management action 
producing lowered morale permanently impairs the employer’s reputation, in 
the eyes of both present and future employees. 

8. There is some question as to what the actual dollar savings realized from 
the adoption of a biweekly pay period system would be. The 1955 study indi- 
eates that the principal savings would result from the smaller number of man- 
hours needed to prepare 26, rather.than 52, payrolls a year, and from the elimi- 
nation of peak workloads by preparing graded and ungraded payrolls on alternate 
weeks. While biweekly pay ‘periods would certainly reduce the number of 
man-hours devoted to payroll preparation, it does not necessarily follow that 
the Department of the Navy’s costs would be reduced by the dollar equivalents 
of the saved man-hours. It was recognized in both the 1955 study and the recent 
study that such savings would be realized only to the extent the saved man- 
hours added up to the positions which could be eliminated. Except in naval 
activities with large payroll staffs, the change would not result in the elimination 
of any substantial number of positions. In most cases, the saved man-hours 
would merely be available for other purposes. While this would be desirable, 
it would not produce dollar savings. Moreover, any savings resulting from 
reduced payroll preparation costs would be at least partially offset by the cost 
of lowered employee morale. 

4. The change would work a hardship on many of the Navy’s employees who 
are accustomed to weekly paychecks and have arranged their financial affairs 
on that basis. Even a gradual transition in which pay periods were successively 
lengthened by 1 day for a 5-week period would probably not materially lessen 
the hardship. To a lesser extent, the change would also affect the economies 
of areas in which large numbers of the Navy’s employees reside, since the mer- 
chants with whom the Navy’s ungraded employees deal have undoubted accom- 
modated their business transactions to a weekly frequency of buying and bill 
paying. Even though this hardship upon employees and the community would 
be temporary, it would be severe. Moreover, it would in many cases impose 
additional expense upon the employees, since many of them would be forced 
to borrow money at high rates of interest to tide them over the transition period. 

On the basis of the foregoing, the Navy considered it undesirable to convert 
its ungraded employees from a weekly to a biweekly pay period basis, and so 


—— the Comptroller General. The Navy continues to adhere to this 
position. 
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PAGES 12 AND 13: SUPPLY MANAGEMENT DEFICIENCIES 





A. A need for reevaluation of certain aspects of program life provisioning 
policies 

In letter of November 21, 1958, the Secretary of the Navy promulgated a broad 
17-point program for the improvement of aviation supply support in the Navy. 
Point No. 10 of the Secretary of the Navy’s program is quoted herewith: 

“Study program life concept with view to limiting concept to high-cost long 
leadtime items.” 

In the first progress report on the 17-point program, the Chief of Naval Ma- 
terial has reported as follows: 

“The Chief of the Bureau of Supplies and Accounts has reported that the 
range and depth of new items introduced into the supply system through provi- 
sioning has been limited to quantities necessary to support end items during an 
initial period of service. This is defined as being the period necessary to collect 
usage data which would permit the support of the end item through cyclical 
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replenishment. BUAER and ASO are presently provisioning on the basis of a 
limited stock level plus initial outfitting requirements except in those instances 
where it is established that life of type procurement is the most economical 
course of action.” The Chief of Naval Material has indicated that further 
progress reports will be made on this item to the end that the objective ex- 
pressed by the Secretary of the Navy’s program for the improvement of aviation 
supply support in the Navy is achieved in all provisioning actions. 


B. Difficulties in appropriation administration 


This problem was also spoken to by the Secretary of the Navy’s 17-point pro- 
gram for improvement of aviation supply support in the Navy and was listed as 
point 3 “Arrange to fund ‘annual appropriation’ spares through one appropria- 
tion with ASO to have authority for budget preparation and defense for ‘R’ 
cognizance items.”. In the first progress report, under this program, the Chief 
of Naval Material reported to the Secretary of the Navy as follows: 

“The Bureau of Aeronautics in submitting its fiscal year 1960 budget esti- 
mate to the Secretary of Defense proposed transferring replenishment airframe 
spare parts support from the annual ‘Aircraft and facilities, Navy’ appropriation 
to the continuing ‘Aircraft and related procurement, Navy’ appropriation, and 
included a separate line item in this latter appropriation for airframe and engine 
replenishment spare parts. 

“Under this proposal, positive identification of aircraft support coverage under 
the two principal aviation appropriations would have been provided. Although 
the Department of Defense and the Bureau of the Budget concurred in estab- 
lishing a separate line item in the ‘Aircraft and related procurement, Navy,’ 
appropriation to cover replenishment requirements for engine spare parts, the 
Navy’s proposal to transfer replenishment airframe spare parts support from 
the ‘Aircraft and facilities, Navy’ appropriation and to consolidate these require- 
ments under the ‘Aircraft and related procurement, Navy’ appropriation was dis- 
approved. The Chief of the Bureau of Aeronautics has indicated that he will 
continue to press for the consolidation of naval aircraft replenishment support 
under a single appropriation, ‘Aircraft and related procurement, Navy.’ 

“The Chief of the Bureau of Aeronautics has indicated that detailed develop- 
ment of aircraft spare parts support requirements is the responsibility of the 
Aviation Supply Office. Review and defense of these requirements is the joint 
responsibility of OPNAV, BUAER, and ASO. The proposed fiscal year 1960 
budget was developed and defended in this manner and any further budgets 
would be similarly handled.” 

In addition, in.a letter dated January 29, 1959, to the Honorable Joseph 
Campbell, Comptroller General of the United States, the Assistant Secretary of 
the Navy (Financial Management), stated in part: 

“The advantages and overall effects of such a change in funding are being 
intensively studied. If this study confirms that significant improvement can be 
gained by review in the source and manner of funding, appropriate adjustment 
will be made when the budget estimates for fiscal year 1961 are formulated.” 

The determination of the Chief of the Bureau of Aeronautics to continue to 
press for the funding of aircraft spares through a single appropriation, coupled 
with the fact that the Office of the Navy Comptroller has indicated that adjust- 
ments will be made in the budget estimates for fiscal year 1961 if it is deter- 
mined that significant improvement can be attained thereby, indicates that all 
possible action is being taken by the Department of the Navy at this time. 


PAGE 14: SHIPBUILDERS REQUESTS FOR PRICE INCREASES NOT ADEQUATELY SUPPORTED 


This finding of the General Accounting Office is related to contract price ad- 
justments due to costs resulting from delays in supplying contractors with needed 
plans and materials. Navy comments in regard to specific recommendations are 
given below. In order, however, that there may be a better understanding as 
to the climate surrounding the award and performance of the contracts in ques- 
tion, which aggravated normal problems in this area, the following information 
is submitted. 

The private shipbuilders that submitted the claims in question, hereinafter 
referred to as delay claims, were constructing, or had constructed, ships for the 
Navy under fixed price contracts. The General Accounting Office review con- 
sisted of an examination of delay claims arising from 14 such contracts awarded 
in 1951 and 1952 and 1 contract award in 1954...These claims were settled 
by the Navy Bureau of Ships duriag the 16 months ended. October 31, 1956. 
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At the outset of the Korean emergency, it was determined that additional 
ships were required to bring the fleet to proper strength. Also, more ships were 
required for the mutual defense assistance program (MDAP). When con- 
gressional approval for funds had been obtained for these shipbuilding p: 

the Bureau of Ships started procurement action and in 1951 and 1952 issued a 
large number of contracts for ship construction. Among these were a number of 
contracts for the construction of wooden and other smaller ships such as non- 
magnetic minesweepers, tugs, landing craft, whaleboats, air rescue boats, patrol 
boats, and steel passenger and cargo boats. Many of the shipbuilders who par- 
ticipated in these ship construction programs were small shipyards that had been 
comparatively idle since World War II but had the facilities necessary to con- 
struct these types of ships. 

Since in many cases the need for these ships was considered urgent, the Navy 
adopted a number of procedures and methods designed to permit earlier com- 
pletion of these ships. While these procedures and methods resulted in earlier 
completion of the ships than would have otherwise been possible, many of the 
ships were delivered considerably later than originally scheduled. A great many 
of the contractors who participated in these programs asserted that the prin- 
cipal cause for the late delivery of these ships was the late receipt of working 
plans and materials which were furnished by the Government and further 
claimed that the late receipt of Government-furnished plans and material dis- 
rupted their normal construction progress and caused them to incur additional 
costs. The delay claims in question were submitted by these contractors to 
obtain reimbursement for those additional costs. 

The General Accounting Office report made three specific recommendations 
which are set forth below followed by the Navy comment in regard thereto. 

1. That the Bureau issue instructions for the guidance of contractors in pre- 
paring delay claims. These instructions should provide for the accumulation 
of substantiating data at the time the delays are occurring and should provide 
standards for the information required to establish adequately the cause and ex- 
tent of delays and the resulting damages from each delay. 

The Navy Department concurs in the objective of this recommendation and 
will take such administrative steps as are believed to be proper to place the 
contractors on notice that records of events which might ultimately become the 
basis for claims be properly documented at the time of their occurrence. In- 
structions to supervisors of shipbuilding in this connection will also be amplified. 
It must be borne in mind, however, that issuance of instructions to contractors 
in regard to their preparation of claims is limited to quite a degree by statute 
(18 U.S.C. 283), which prohibits our participation in the preparation of claims 
against the Government. 

2. That the Bureau direct the SupShips to evaluate the damages suffered by 
the contractors at the time the delays are occurring. 

The Navy Department concurs in this recommendation and action is being 
taken to tighten up our instructions te insure that records are maintained which 
will be as detailed and complete as reasonably possible to facilitate the evalua- 
tion of claims if and when presented. 

3. That the Bureau encourage contractors to submit their claims within rea- 
sonable periods after the termination of the delays so that settlements can be 
. hegotiated before the details of the causes and effects of the delays are forgotten 
by those concerned. 

Generally, the Navy Department concurs in this recommendation. Its im- 
plementation, however, must be very judicious since a requirement that con- 
tractors submit claims within a short time after occurrence of a delay may in- 
duce contractors to initiate claims, whether valid or not, in order to protect 
their interest against the time when actual costs incurred in the performance of 
the contract have been fully developed. Accordingly, it is proposed to handle 
this problem by a discussion thereof in an administrative procedural manual 
now under preparation. 
PAGES 15-16! EXPENDITURES FOR REPAIRING OLD VEHICLES GREATLY IN EXCESS OF 
PRICE OF NEW VEHICLES 


It is recognized that, during the several years prior to fiscal year 1959, the 
Air Force did not procure sufficient vehicles to replace those which could no 
longer be economically retained. This resulted from efforts to remain within 
established overall budgetary limitations, as well as program fluctuations during 
this period. The forced retention of ‘certain vehicles beyond the point of eco- 
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nomical return established by Department.of Defense Instruction 4150.4, April 
6, 1955, required expenditures of maintenance funds beyond that which would 
have been required if adequate replacement vehicles were furnished. 

The statement. that the annual cost of maintaining the vehicle fleet is ap- 
parently well over $100 million is misleading. The complete vehicle fleet is 
eomposed of many high-cost vehicles used in servicing and maintaining aircraft 
and missiles, as well as the automobiles, trucks, and construction equipment 
with which this report is concerned. The latter vehicles are relatively simple 
in design with low cost, commercially available parts and are susceptible to 
periodics replacement. When the Air Force recognized that general-purpose 
yehicle replacements were not forthcoming, it was determined that, only mini- 
mum repairs as necessary for safe operation would be accomplished until re- 
placement vehicles were furnished. As the replacement lag time extended, 
the maintenance expenditures generally increased; however, these expenditures 
were necessary to insure that the vehicles were safe and in a satisfactory 
operating condition. 

The last substantial buy program providing the Air Force with modern gen- 
eral-purpose vehicles occurred in fiseal year 1952. A preventive maintenance 
program was designed to keep pace with an orderly replacement program, 
phasing out these vehicles at the end of their economical life. 

Controls on vehicle maintenance are exercised through directives which pre- 
seribe specific maximum allowable expenditures for maintenance of each class 
of vehicle rather than through the media of budgeting controls. However, as 
noted above, waivers to the maximum allowable expenditures must frequently 
be granted in order to’ maintain older vehicles in a safe operating condition. 

Based on’ maintenance cost data identifying this problem area, the current 
fiscal year 1959 program provides $63,714,000 for 15,943 vehicles in the P-220 and 
P-270 budget areas. The fiscal’ year 1960 budget’ contains. a request for 
$57,905,000 for 11;723 vehicles to provide the second phase of an: orderly re- 
placement program.: Phasing of replacement vehicles in: this manner will pre- 
vent reoccurrence of a large one-time procurement similar to the 1952 experience 
which results in‘a large number of vehicles requiring simultaneous replacement. 

Vehicle cost data required by the Office of the Secretary of Defense has been 
expanded to provide inventory maintenance and operating cost data by year 
model. Using this data, trends can be factually established ‘as: a basis: for 
requesting funds for timely replacement of all vehicles’: im the Air Force 
inventory. 


PAGE 17 AND 18: SUPPLY DEFICIENCIES IN THE IMPLEMENTATION OF IMPROVED 
LOGISTICS PROGRAM IN THE EUROPEAN THEATER 


Most of the conditions cited in the GAO report were.in existence at the time 
of the Air Force review of supply operations at European depots in the spring 
of 1957, nearly 2 years ago. At that same time period, or during the latter part 
of May and early June 1957, the Deputy Chief of Staff, Materiel, Headquarters 
United States Air Force, together with his Directors of Supply and Maintenance, 
made a staff visit to the area and visited Headquarters, USAFE; Headquarters 
of the Air Materiel Forces, Burope, ih Wiesbaden; the depot at Chateauroux 
(CAMA) ; and the Northern Air Materiel Area, Enrope (NAMAE) at Burton- 
wood. 

It is significant to note that the conditions which are detailed in the GAO 
report were also noted by this staff team at the time of their visit. While the 
length of their visit precluded securing details such as those covered by the 
GAO report, the Air Force DCS/Materiel party did note the general conditions 
which, it was realized, could cause deficiencies such as those outlined by the 
GAO. As a result; the Air Materiel Command was immediately directed to 
review the phase-out plans for both Burtonwood and Nouasseur, and: to take 
energetic steps to stop shipments of unnecessary: stocks to these two depots; to 
identify items which should be returned to the United States or redistributed in 
Europe; and to identify items which should be determined as surplus and dis- 
posed of accordingly. A followup visit to Nouasseur was made by senior members 
of the Air Staff later in September 1957. Senior members of the Air Materiel 
Command staff made a similar visit in the latter part of September and early 
October 1957. The purpose of these visits was to determine the effectiveness 
of the action taken during the summer by the Air Materiel] Command; to elimi- 
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nate such conditions as were then foreseeable; and to initiate action to preclude 
such conditions from arising in the future. 

The measurable improvements in operations, effectiveness, and economy that 
resulted from consolidating the Air depot activities in the European Theater 
under the Air Materiel Command, thus removing them from the control of the 
theater commander, have proven to be significant and have demonstrated the 
wisdom of this decision. Since one of the first actions taken by the Air Materie) 
Command was to phase down the huge depot stocks in the European area which 
had been accumulating under theater policies and programs since 1948, and 
since this action was in the early stages of implementation of the time of the 
visits by both members of the General Accounting Office and by the Air staff, 
there were many details that needed to be straightened out. For example, 
there were understandable differences between theater policies and Air Force 
policies covering depot operations. This created some difficulty on the manage- 
ment side, especially at Headquarters, Air Materiel Command. During the 
early part of 1957, action had been initiated to eliminate the areas of confusion 
resulting from these different policies. The effectiveness of those Air Force 
policies and programs, which were in the process of evolution and formulation in 
the first 6 months of 1957, have since been demonstrated as is evidenced by the 
GAO followup report dated July 17, 1958, on Nouasseur. This followup report 
stated that all major deficiencies reported previously had been corrected and was, 
in fact, commendatory of the actions taken. We have since determined that 
the same significant improvement in the phase down operations has taken place 
at Burtonwood and Chateauroux. 

The Air Force Inspector General is currently conducting a survey of Eu- 
ropean depots and advance information indicates that actions to complete the 
phase out operation are proceeding in a satisfactory manner. The account 
at the SAMAE depot at Nouasseur has had final audit and all assets still 
required within the Air Force and other Government agencies have either been 
returned to Air Force stocks or redistributed to fill other agency requirements. 
However, some residue stocks are still being disposed of by the marketing 
activity at that depot. The CAMAB depot at Chateauroux and the NAMAE 
depot at Burtonwood are phasing out gradually and appear to be: making the best 
possible utilization of available assets. The Inspector General is also reviewing 
records at stateside depots to complete the investigation of conditions. men- 
tioned in the GAO report. 

The Air Staff and Headquarters, Air Materiel Command have made frequent 
and lengthy staff visits to the area depots in Europe and the Pacific since 
‘1057. As a result, some very significant improvements in disposal policies, 
especially in the United Kingdom, have been approved by the Department of 
Defense and by the State Department, and changes in intergovernment agree- 
‘ments have grown out of these visits. 

‘Appropriate action to correct these deficiencies was well underway at the 
time of the GAO review. Results since then have confirmed this statement. 


PAGE 19! EXCESSIVE COST OF PRINTED TECHNICAL DATA OBTAINED THROUGH PRIME 
CONTRACTORS 


The objective of the Air Force in procuring printing and, distribution of 
technical data from prime contractors was improved service through the merg- 
ing’ of ‘the manufacturing and printing responsibilites in order to insure 
‘simultaneous delivery of the equipment and technical publications. Experience 
had proven that the normal method of procuring directly with printing concerns 
-and suppliers of copies of technical data could not accomplish this to. a satis- 
factory extent. The objective was attained to a gratifying degree, with the 
‘Overall: time required for printing and distribution reduced from an average 
of 60 days to.20 days. 

Notwithstanding the above, at the time the report was processed, the following 
actions were taken with regard to the policy on procuring the printing and 
distribution of technical data from prime contractors: 

(a) The experience and recommendations of procuring activities pur- 
 @hasing the printing and distribution of technical data from both 
contractors and commercial printing firms be solicited and evaluated. 

' .4(b) The policy of procuring printing and distribution of technical data 

from prime contractors rather than from commercial printing firms be re- 
examined and the policy revised if the facts warranted. | : 
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The target date for completing these actions has been established as March 
2, 1959, and further comment on this item will be available as soon as the above 
actions have been evaluated. 


PAGE 20: LACK OF STANDARDIZATION OF AIRCRAFT COMPONENTS AND ACCESSORIES 


We appreciate the contribution of the Comptroller General to the standardiza- 
tion effort through his findings in the fuel-pump area. The reduction of items 
of that category in the supply system were Very significant as has been pointed 
out. It is also significant, however, that this area lent itself very well to that 
reduction effort due to past accumulations and being more simple in an overall 
area of relatively complex equipments. 

The technique utilized in the pump reduction is being followed bythe prepara- 
tion of specifications to serve as the controls limiting reentry into the supply 
system. This same overall approach has been applied in other areas through 
scheduled projects spread over the period fiscal year 1959 through fiscal year 
1962. Though elimination of the needless and excess items from existing inven- 
tories is mandatory, our greatest concern must be directed toward the reentry 
problem. As stated by the Comptroller General, we have been in repeated con- 
tact with the aircraft industry in regard to the matter. In those contacts our 
emphasis has consistently been placed on reducing the number of items in the 
supply system by limiting reentry and introduction of new items. 

The foregoing, though general, is presented as an indication of our approach 
to this matter. That approach has been followed by the following specific 
actions : 

A. Establishment of scheduled projects over the period fiseal year 1959-62. 
Work has commenced on those projects, 

B. Solicitation and receipt of recommendations from the aircraft industry 
pertinent to the problem and an indication of industrial contribution toward 
resolution. 

C. Initiation of a project to determine the feasibility and control of 
standardization during the weapons systems development process by con- 
tractural means. : 

D. Finally, though not stemming directly from the pump disclosures, we 
are presently preparing a technical information file on “in-house” equip- 
ments peculiar to ground-support equipment. This file, when accomplished, 
will be furnished to the manufacturer to insure the use of such in-house 
items during the design and fabrication of new equipments, We are 
optimistic about the successful results of this test project. Other areas will 
be treated likewise if those results prove economical. 

Though we are attacking an area that is admittedly complex and fast ¢hanging 
due to advancing technology and new developments, we are convinced that much 
can be done in the way of standardization and control of aircraft components 
and accessories. Due to those same conditions we are also convinced our efforts 
must be guided by determination; firm methods; and proven results, both 
economically and operationally ; as opposed to hastily instituted crash programs. 
In this connection we quote the following from, our comments of May 1, 1957, 
to the Comptroller General : 

“* * * an active standardization program must be maintained by the Air 
Force for a long continuous period if the maximum degree of standardization 
possible and desirable is to be attained in contractor-furnished equipment under 
the weapons system concept of procurement. Current estimates indicate. a 
minimum of 5 years will be required before significant results can be obtained 
from such a program.” 

Our position reflected by those comments remains unchanged. However, we 
do feel that we are making headway in this matter through the approach and 
the actions we have taken. 


Senator O’Manonrr. You will recall the statement of the Comp- 
troller that the expenditures for the Department of Defense constitute 
a tremendous proportion of the total expenditure. 

Mr. McNet. They do. 

Senator O’Manoney. If we are going to balance the budget we have 
to find a way to raise the money, not only to:pay the interest on the 
debt, but if we are to defeat what the Soviets seek to have happen 
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in this country, we have to raise the economy to a level on civilian 

hases that will produce the income by which we can balance the 
Seles: It is one thing to say we are presented a balanced bud 
and it is another thing—altogether another thing—to figure out when 
it will be possible at the rate presented in this budget to pay off even 
a quarter of the national debt. 

Mr. McNet. We, in the Department of Defense, certainly have a 
real stake in the stability and the value of the dollar and an increase 
in the income and productivity of the country. We have a very great 
stake in it. In this long-range job we have, that is, keeping a strong 
Military Establishment, we have a real interest in seeing that, the 
economy can continue to support it for so long as we are in trouble 
in this world. Wejust must. It is vital. 

Representative Botitrnc. Mr. Chairman, I regret that I was not 
here for all of the testimony of the Secretary, but there is one sentence 
in your statement which is so sweeping in its implications that I 
would like to call attention to it, and ak some questions. It reads: 

These are some of the reasons why our military leaders feel that regardless 
of who might strike the first blow and regardless of the number of ICBM’s, an 
enemy might use against us, this Nation will continue to have a retaliatory force 
sufficient to strike a decisive blow. 

My quarrel with the statement is that it is so sweeping, “regardless 
of the number.” It seems to me quite possible that if a very large 
number of ICBM’s would be used there would be some serious question 
as to how decisive our retaliation would be. 

Mr. McNett. I think it probably is lacking in one phrase, although 
it is a statement that the Chairman of the Joint Chiefs of Staff and 
others have used. It has to be read in the time frame of 1960. We 
are talking about the 1960 budget, and what we will buy in the 1961 
and 1962 period as compared to our opposition. We are not talking 
about. 1965 or 1970. o¥5) 

Representative Botting. This is based on an estimate of how many 
ICBM’s they can have in that period ? at 

Mr. McNet. That is right. On the basis of anything that they 
might possibly have, this statement would becorrect.. 

Representative Botuine. This is the reason I am concerned by the 
statement because it seems to me if I remember correctly that we have 
‘consistently when we got to the policy level—I am’ not talking about 

the intelligence level because I don’t know much about. that—under- 
estimated the enemy’s capabilities since the end of World War II. 

Mr. McNer. I don’t think that is correct. I think that the intelli- 
gence estimates that are currently being 3 aa to the committees 
in this Congress show just the opposite. Take their big bomber pro- 
eae we heard so much about 3 years ago. Did that come in as pre- 

icted? No, it didn’t. I know that this is not the impression you 
frequently get from the press, radio commentators, and even from 
many Defense Department speeches. But I think cold analysis shows 
that we have often overestimated the actual strength of our opponents 
in our forward projections. : 

Representative Bottrnc. I know the argument on the big bomber. 
Let us take a couple of others. My memory is that we were wrong in 
our estimate of how quickly they would get the first so-called atomic 
weapons and how quickly they would get hydrogen weapons. I know 
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these are generalized descriptions rather than accurate ones. It/also: 
seems tome that we perhaps have done somewhat the same thing in the. 
missile field. I recognize that there was a great deal of alarm about: 
about the size of their bomber program. It did not turn out that they 
were going todo it. I also recognize, or at-least I think I do, that they; 
made a deliberate decision ‘which ‘conceivably might have been the 
right one. bit 
r. McNetm. For them. : 

. Representative Boriine: Therefore, ICBM missiles rather, than 
bombers. This is why I am very much concerned .about.a statement as 
broad and general as this. 

Mr. McNrtu. I think you have to read that in the time frame, and 
I should have added: one phrase to show that it is the time frame 
covered by the purchase of equipment for: this year. In the 1961 
and 1962 peried that statement would be correct. 

Representative Botzane. Thank you, Mr. Chairman, for the sake 
of the record, I would like to refer to—— 

Mr. MoNew. If I could add just one thing, Mr. Bolling. I-think 
both in regard to the force levels, the type of equipment. and, the 
budgets, the United States does not necessarily have to match in num- 
bers everything that an opponent might do, nor should he match 
everything we do. You mentioned a minute ago that he might very 
well have decided that he did not choose to go into the big bomber 
business. He preferred to put emphasis somewhere else. I think that 
is correct. I would guess that for him, it would be the smart thing 
todo. For us, we had the choice this year, within the present: budget 
figure, of putting additional money into missiles or buying more 
bombers. It was a well-thought-out decision to proceed, to buy addi- 
tional heavy bombers with standoff air-to-ground missiles as well as 
supersonic medium bombers. It was decided that for us this was the 
right thing to doin the period immediately ahead. 

e Russians have no carrier force. We happen to have avery 
powerful carrier force.. I think yow have to take into account all the 
different strings to our bow when we talk about. our ability to stay 
free, to defend. ourselves in the-days to come, and not just dwell on 
one particular weapon system. 

Representative Botzne. I heartily agree with that. The thing that 
disturbs me is history. In. 1945, Russia was a very largely destroyed 
country. For a number of years we clearly had an enormous advan- 
tage, and an advantage based’ on the fact: that only we had: nuclear 
weapons. In the time since V—J Day it seems to me that they have 
made remarkable progress toward parity. The thing that concerns 
ine is that if the rate of progress on our part and their part is plotted 
as a curve, it seems that they have been doing pretty well, I am not 
suggesting that we are not at the moment reasonably secure, because 
I don’t know. But it does seem to me that based on the history of 


the last 14 years, they have done better relative to their start than we 
did relative to our start. 

_ Mr. McNen. Of course, during the 1945-49 period, we demobilized 
much more than they did. Then the question in 1950 was, how rapidly 
and to what extent should the United States build up its sidaen 
str It was decided that a reasonably high level should be 
established and maintained so long as we are:in trouble in the world; 
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and that is one military policy that has been pretty well carried out 
since 1950. One may say that our ee program should be.a 
little bigger or a little smaller. But generally I think there is sub- 
stantial a ent that within a small percentage we have been 
pretty much in the ball park. 

There is no question that Russia has made gains, for example, on 
the economic side. aur should. Of course, it does not ‘bother us 
too much if they devote their growing economic strength to increasing 
their standard of living, and so forth. We have to remember also, 
that when they are going from zero up, the percentage figures work 
well in their favor. They are gaining. They are growing. When 
we come to the missile business, I don’t know how you are going to 
stop them from having some real capability in the field. 

resentative Bottine. I don’t anticipate that we will stop them 
from having real capability in many fields. 
Mr. McNzw. To see to. it that they don’t use them is our problem. 
Representative Botting. The basic thing that concerns me 1s a very 
simple fact. We still today have an economy 21% times as great as 
theirs despite their very rapid rate of increase, and one hears all over 
this Capitol and also this Nation that this economy which is 21% times 
larger than theirs cannot afford to swamp them. I am not i 
about just enough. I am talking about having so much more that 
there is no ae whatever of our superiority. — 
Mr. McNet.. I believe the general position of both the administra- 
tion and the military is that we should have adequate defense and 
perhaps a decent margin above that. " 
Representative Botuine. It is the margin that worriesme. Whatis 
the decent margin ? 
' Mr. McoNem. We believe we have it now. Beyond that, if we are 
going to stay at this business for as long as we are in trouble in the 
world, we would probably be wiser to sustain that decent — 
rather than to overdo it and run a chance of going back to 
dangerous and costly peak or valley situation. 
Representative Botirnc. I was much impressed a long time ago 
when I was a member of the Banking and Currency Committee when 
.General Marshall testified that our defense effort over all our history 
looked like a fever chart. This makes a great deal of sense. My 
concern is that the level we choose be adequate to give us a decent 
margin. 
Referring now to another subject for the record, on the 23d of 
January 1958, the Subcommittee on Fiscal ae this committee 
issued a report on the Federal expenditure policies for economic 
growth and stability. Its first three findings and conclusions in brief 
were, (1) that increasing the effectiveness of our national defense in 
the years ahead very likely will result in rising defense expenditures}; 
(2) the prospect of higher levels of defense spending raises no serious 

uestions about the capacity of the economy to meet these demands; 

8) national defense requirements should guide rather than depend 
upon decisions’ concerning the level of composition of other Federal 
spending programs and the evaluation’ of revenue prospects and 

uirements. | 

My question is avery general one. Would it be:safe to assume that 

the present defense budget was based on thinking along those lines? 
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Mr; McNem. Yes; pretty much. . I think it is notquite as simple a 
problem as they might have put it, that is, in actually working it out. 
As I mentioned a minute ago, in response to Senator O’Mahoney, there 
is no question but that efforts to keep Federal income and outgo in 
some reasonable relationship, one te the.other, put, pressures. on us to 
go through every program we have to see if something can be dropped 
without affecting those elements of our defense program, that are 
truly essential to our security. We,took outa number, of programs 
this year. Maybe if there’had not been any pressure to keep expendi- 
tures down a little bit we could have conceivably gone on withthe 
Air Force Goose program. Conceivably work on the Regulus would 
have gone on for a few months longer. But I think that when all the 
budget discussions were finished we had a:very sound program. While 
it is time that individual service chiefs probably would have liked .a 
few more trucks here or a few more of this and that, and maybe a 
few more people, when they got.all through they felt as a corporate 
body that all the essential requirements of the United States were 
taken care of by the budget we have sent forward. We must remem- 
ber that this budget is only one increment-in a long-range defense 
program involving the purchase of some $200 billion worth: of equip- 
ment in the last 10 years. 

Representative Bortre. I don’t have the quotation and I can’t do 
it accurately, but I take it we ate not to believe the words of Walter 
Lippmann in a column of a few days ago, that by a happy coincidence 
the amount of defense expenditure necessary for defense a: is 
precisely the amount which enables us to havea balanced budget. 

Mr. McNzm. That is am easy statement to make and I heard it. I 


heard it all last fall, and I am not saying we did not take notice of 
the total budget scram in our discussions. However, I think if you 


look at the total Federal budget you will find that some other agencies 
of the Government were pr pretty hard by the Director of the 
Budget and President to bring their spending dowh. whereas in De- 
fense we are slightly higher than in an a year. 

Representative Bourne. You are slightly higher ? 

Mr. McNet.. Yes. 

Representative Botting. I thought in fiscal year 1954 the budget 
total was a billion one higher. | 

Mr. McNett. ‘I really meant in recent years. When’ you go back to 
1953 and 1954 fiscal years, you are in the middle of the Korean war, 
and you were partly financing the buildup from a very low level to 
what we call this rather high plateau that-we have been on for several 

ears. ) 

Senator O’Manoney. In view of the answerof Mr; McNeil to Con- 
gressman Bolling’s question, saying that the various departments and 
“agencies of Government, excepting, I think, the Department of De- 
fense, were subjected to severe pressure to keep expenditures down in 
order to’ possibly balanze the budget, I should like ‘to inquire what 
‘items there are in the President’s budget for the development of anti- 
missile missiles? The Russians have recently announced through the 
‘voice of one of their military leaders that they have missiles. which 
ho enemy can stop. Do we have any antimissile missile program?’ 

Mr. McNett. Yes, but it is not ready for production. 

Senator O’Manoney. It is not in the iadiout 
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Mr. McNem. We have money in thé’ budget for everything that the 
scientific community believes can properly be spent on the rapid de 
velopment of an antimissile missile. We have no! money in ‘the fiscal 
year 1960 budget for production bases and so forth, because the:anti- 
missile missile is not that faralong. 

Senator O’Manonry. But you do have an antimissile’ missile pro- 
gram in mind? 

Mr. McNer. And avery big one. 

Senator O’Manoney. But it is notin the budget. © Lid 

Mr. McNem.. It isin the budget; yes, indeed. It is in in a very sub- 
stantial way. The only thing that is not in the budget is money for 
production and construction of sites. Weare not buying land and 
launching sites for something we haven’t got. We are trying to de- 
velop the missile, the ee and all the other things. 

Senator O’Manoney. You arein the beginning stages. 

Mr. McNet. Yes, This isthe second year. 
Senator O’Manoney. The present budget covers only the beginning 


sta, 

Mr! McNem. The research and development stages—that is cor- 
rect—because we have not got far enough along yet) to build: the 
system. 

Senator O’Manoney, If, before the end of this fiscal year, the scien- 
tists report developments that they have not: yet made and it looks as 
though we ought to have antimissile missiles, we may be spending 
considerably more? 

Mr. McNetm. We could be spending more. There could be a shift 
of emphasis, and we could be spending more.. That is correct, either 
one. 

Senator O’Manonsy. I don’t think it is generally recognized by the 
public that the President’s budget is just ‘an estimate made in the 
latter part of 1958 for expenditures to be made during the period be- 
ginning July 1, 1959. 

Mr. MoNet. It is an estimate. It is an estimate based. on a plan. 


Senator O’Manoney. But it has a narrow margin of balance, $100 
million. 


Mr. McNzm. That is correct. 

Senator O’Manoney. Thank you. , 

The Cuarrman. Thank you very much, Mr. McNeil. 

Before we break up, may I ask this question: Your staff submitted 
to our staff a series of statistical tables. Do I understand. it would be 
proper for us to print these? 

Mr. McNem. AH or any portion that are helpful to you. 

The hee se Together with certain charts which you have 
prepa 3 illo y | 

r.McNeuw. Yes. Allor any portion that might be helpful to your 
committee, 

The Cuamman, The staff of this committee requested that the Sec- 
Eninny furnish us obligations of the. Department, of Defense by quar- 
ters through fiscal 1960.. Would that be porsiviet ni Blieet 

Mr. McNen.. Yes; recognizing that for 1960.they will be\our best 
estimate. od x 
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(The material referred to follows:) ’. 


DEPARTMENT OF DEFENSE 


Gross obligations for military functions, fiscal years 1958-60 
[Millions of dollars] 
Fiseal year 1958, total (actual) 


1st quarter, July-September 1957 8, 

2d quarter, October-December 1957_--.---.-----2+-----.-=_-~---_ 10, 004 
3d quarter, January-March 1958. 

4th quarter; April-June 1958 


Fiscal year 1959, total (estimate) 


1st quarter, July-September 1958 (actual) 
2d quarter, October—December 1958. (actual) 
3d quarter, January—March 1959 (estimated) 
4th quarter, April-June 1959 (estimated) 


Fiscal year 1960, total (estimated)* 


ist half, July-December 1959 (estimated) ...i.u.. 
2d. half, January-June 1960,.(estimated )~---..~-.- 1+... ~~ 23,420 


1Fisecal year 1960 obligations exclude applicable portion (estimated at $800,000,000) of 
MAP orders to be issued from fiscal year 1960 military assistance appropriations. 


Notp.—Forecasts of obligations are inherently uncertain. This is especially true in 
the large dollar areas of procurement, construction, and research where an obligation can 
be recorded only upon signature of a contract (or -its-equivalent) which is the culmina- 
tion of a time-consuming procedure involving the issuance of procurement directives, de- 
velopment of designs and specifications, calling for bids, etc. Since there is no way to 
determine the length of time required for each of the steps in the procurement-and con— 


tracting BipcraRTe: there cannot be any element of precision in time phased predictions 
of obligations. 


Unliquidated balances of progress payments and advance payments compared 
with guaranteed loans outstanding, fiscal’ years 1957, 1958; und 1959 


[Millions of dollars] 


Unliqui- |} Unliqui- Unliqui- | -Unliqui- 
dated dated dated dated 
balances} balances balances.| balances 


of prog- of prog- | of ad- 
ress pay- ance ress pay-| vance 


$ 
oo 
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MIN COOORKWNWOrO-; 


aseay 
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1 Not available. 
Prepared by Economic and Fiscal Analysis Division, OASD (Comptroller). 
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Department of Defense military and civilian personnel strengths, fiscal years 
1959 and 1960* 


June 30, 1958 | Dec. 31, 1958 | June 30, 1959 | June 30, 1960 
(actual) (actual) (planned) (planned) 


Military personnel, total 


Department of the Army 
Department of the Navy 


Na 
M 
Department of the Air Force. 
Civilian personnel (direct hire), total 
Office of the Secretary of Defense. 
Department of the Army 


Department of the Na 
Department of the Air Force 


1 
® Includes bursables. 


Prepared by Economic and Fiscal Analysis Division, OASD (comptroller). 


Department of Defense, military functions only—Percentage distribution of eo- 
penditures for major procurement and production by principal subcategories, 
fiscal years 1951-60 i 


ition 
Electronics and communications. .. 
Production equipment and facil- 


58.7 
9.6 
7.3 
2.0 
11.3 
6.3 
3.6 
1.2 


oe sepehs 
om AAO wa 


Source: OSD Comptroller, EFA D-220, Jan. 19, 1959. 
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0 
.1 
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.3 
8 
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Average monthly defense expenditures for selected budget categories compared 
with average monthly employment in selected defense-related industries, fiscat 
years 1951-58 

[Millions of dollars, thousands of employees] 


Employ- | Expendi- 
Expendi- | Employ- | Expendi-| ment in | tures for 
tures for | ment in | tures for elec- 
aircraft ips tronics 


and com- 
munica- 


2 
> 


SBRREEE 
g | BBEREERS 
uapeaeee 
BERR 


Note.—Defense expenditure categories are not completely on ble with ee) BLS industry categories. 
For example, Department of Defense expenditures aleacit call wateaiion tain substantial amounts for 
electronic ments manufactured by the ceepenie poe Conversely, the BLS classifies 
firms on a major-product basis which may result in the concealmen understatement of employment in 
other important activities with a simultaneous overstatement of sogneyunes in the major activity. Also, 
defense expenditures exclude the military assistance program. 


Source: Bureau of Labor Statistics, Monthly Labor Review; OSD Comptroller, EFAD-220. 
Prepared by the Economic and Fiscal Analysis Deion OASD Cone Department o of Defense 


Department of Defense obligations (orders) for hard goods compared with new 
orders, unfilled orders, and inventories in the durable goods industries 
[Millions of dollars] 


11; 989 
21, 119 


9, 292 
4,013 
646 


4, 
3, 168 
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Department of Defense obligations (orders) for hard goods compared with new 
orders, unfilled orders, and inventories in the durable goods industries—Con, 


{Millions of dollars] 


Durable goods.industries 
Depart- 


ment of 
Defense Unfilled orders Inventories 
obliga- cppthliliediddinsstiengumeneiull 
Mea Chi Ch: 
anges 
End of from End of a 
quarter |- previous 
quarter 


3d quarter 
4th quarter. 


1969—T otal, Ist quarter (preliminary) 2, 575 | : 43, 577 - | 


“ Note.—The term “‘hard goods’’ as ee in the ppt of Defense includes (1) major items of equip- 
ment such as.aircraft, missiles, ships, tanks, vehicles, ammunition, weapons, artillery, electronics, com- 
munications, etc.;'(2) maintenance spares and spare parts for such equipment; and (3) organizational equip- 
ment and supplies. It excludes subsistence, petroleum products, and clothing. Amounts will not neces- 
sarily add to totals due to rounding. 

Source: Obligations for hard goods quarterly figures for fiscal years 1951-53 are estimated; annual figures 
for fiscal years 1951-53 and all figures for fiscal years 1954-59-are from the Department of Defense: Monthly 
Report on the Status of Funds. by. Budget Category. Durable-goods industries series (unadjausted) are 
from Survey of Current Business. 

Prepared by Economic and Fiscal Analysis Division, OASD (Comptroller). 
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Department of Defense net expenditures for hard goods compared with sales, 
changes in unfilled orders, and inventories in the durable-goods industries 
[Millions of dollars] 

Durable-goods industries 
Depart- 
ment of 
Fiscal year Defense uarterly | Quarterly 


anges in | changes in 
unfilled 


—_— ee 


1951—Total 
lst quarter 


50 SEN + «. savin shad 45 +o aces anaanecdanee ake 
4th quarter 


1952—T otal 
lst quarter 


Fi & 


on 92 bo 


POPES 


069 
505 
635 
259 
186 
428 
20, 180 
036 
045 
045 
054 
232 


3d_quarter 
4th quarter 


1957—Total 


3d_quarter. 
4th quarter 


1959—Total, 1st quarter. 


Notp.—The term. ‘“‘hard goods” as used in the Depertnent of Defense includes (1) major items of equip- 
ment such as aircraft, missiles, ships, tanks, vehicles, ammunition, weapons, art , electronics, an 
communications, etc., (2) maintenance spares and spare parts for such equipment, (3) organizat 
equipment and supplies. It excludes subsistence, petroleum products, and clothing 

Amounts will not necessarily add to totals due to rounding. 


Source: Net expenditures for hard goods quarterly figures for fiscal -years 1951-53 are estimated; annual 
es for fiscal years 1951-53 and all figures for fiscal years 1954-59 are from the Department of Defense: 
onthly Report on Status of Funds by .Budget Category. Durable goods industries (unadjusted) are 
from the Survey of Current Business. 
Prepared by Economic and Fiscal Analysis Division, O0ASD (Comptroller). 
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DEPARTMENT, OF DEFENSE GUARANTEED LOAN PROGRAM 
Financial position of program 


Department of 
Defense 


Assets: 


Purchased loans receivable, current. 
Purchased loans receivable, due. 
— interest receivable, cur- 


$17, 765, 402. 20 
191 


384. 90 |._.... 
Collection GRpeP menONTNOR. 26 55... 2. BIN 3 ace ducdenis inknnncnetiaininhel beiptblamacamamcsl heaps 


5, 215, 646. 21 


~~ $26, 065,611.35 | $5,816,70% 04 | $8, 277, 647. 20 eer 


Guarantee fees, commitment fees 1, 282, 749. 67 347, 022 09 376, 649. 88 
Interest income on purchased loans_..} 1, 700, 551. 21 405, 691. 49 1 057, 503. 3& 


29, 048, 912. 23 6, 569, 416 62 | 9,711, 800. 47 


Pi dministrative costs, fiseal agents....| ° 3,014,470.96 | 1,184, 526.34 
Other expenses 106. 20 1, 952 46 
Loss on = porenased loans charged off... 170, 591. 28 167, 291. 61 


3, 193, 168. 44 1,358, 770. 41 
——=———— SS 
25, 855, 743. 79 5, 215, 646, 21 


41 Amounts include 15 Army and 1 OTe ieee. need fa te. Also 6 Army and 1 Navy loan 
determined as uncollectible and written off as . 
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Status of guaranteed loan applications 
[Dollar amounts in millions] 


As of Dec, 31, 1958: 
Applications ree since July 1, 1950. 
pplications author: 
a Pieations 
Applications 


As of Nov. 30, 1958: . 
Applications pending 
Ou — aoe 


As of Nov. 30, 1958: 
Applications 
Ou oe 


NorTEe.—Amounts will not necessarily add to totals due to rounding. 
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Applications authorized, by size of loan 


Department of 
efense 
Army Navy 


Number | Percent 


Applications authorized since July 1, 1950 
$10,000 and under__. 


BIRSESRBSa@ 


_ 


st 
-~ 100 


Average percent guarantee authorized (by amount)_- 


~ 


1 Less than 0.5 percent. 


Applications authorized, by percent of guarantee 


Department of 
Air 
Navy Force 


1 Less than 0.5 percent. 


DATA ON. Bupcet CaTecory Basis 


Data for the years prior to fiscal year 1958 are not available on a basis com- 
parable to the budget structure proposed for fiscal year 1960, Accordingly, the 


attached tables on the old budget category basis are distributed solely to provide 
fiscal data for comparative purposes. 
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ECONOMIC REPORT OF ‘THE PRESIDENT 


Obligations by major budget category, fiscal years 1958-60 
[ Millions of dollars] 


Fiscal year 1958 Fiscal year 1959 Fiscal year 1960 
Budget category 
— Reim- Reim- 
Direct | burs- | Total | Direct} burs- | Total | Direct | burs- | Total 
able able able 
21, 884.| 1,054 | 22,938 | 22,349 
Military personnel 10, 386 242 | 10, 628 | 10, 666 
Reserve components 1,172 7{} 1,179 


tion and maintenance.| 9, 424 795 | 10,219 
Establishmentwide activi- 


(561) 
(10)} (351) )} __ (408) (8) 
Capital costs..........| 19,157} 1,117 | 20,274 | 21,086 | 1,308 | 22,389 | 20,147 513 | 20,659 


———. 


Major procurement and 
production 55 b 16, 827 | 16,459 | 1,190] 17,649 | 15,914 407 | 16, 
Aircraft (8, 237 oon (208); ¢ (6, 948 (76)| (7, 024) 


hte ‘oul development._ 7 
Military construction 556 x ‘ 15} 1,538 
1,713 } 44, 420 
Note.—Fiscal year 1959 includes proposed supplemental of $294,200,000 


\ 
New obligational authority, direct obligations and expenditures, fiscal years 
1958-60 


[Millions of dollars} 


New obligational Direct obligations, 
authority, fiscal year— fiscal year— 


1958 1958 


Department of the Army-...| 7,731 9, 725 
Department of the Navy-.-- 10, 506 ll, 511 
ee of the Ai 

19, 151 


656 
141, 138 |140, 850 | 41, 042 


1In addition, new obligational availability to be derived by transfer from revolving funds, as follows: 


1958 1953 1960 
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New obligational authority, direct obligations and expenditures, fiscal years 
1958-60 


[Millions of dollars] 
Se errr rrr rrr sl 


New obkgational Direct obligations, Expenditures, fiscal 
authority, fiscal year— fiscal year— year— 


Title 
1958 1959 1960 1958 1959 1960 1958 


Military personnel 12,010 | 11,965 | 11, 548 | 11,940 | 11,965 | 11,618 | 11,908 | 11. ogy 
Active Forces 98) | (10, 720) | (10, 642) | (10, 386) | (10, 666) | (10, 642) | (10, 448)/ (10, 636) / (10, 67 
Reserve Forces_-....-.- )} (645)) = (608); = (601)} ~— (629); (608)| (627) 
Retired pay (645) (715) ( 

Operation and maintenance 10, 201 307 | 10, 512 \ 10, 391 

SS | ee 


21, 188 | 20,231 | 18,614 | 19,225 | 19,030 


15, 675 | 14,919 | 14,825 
(7, 327)| (6, 795) 

(3, 764) 

(1, 719) 


(2, 641) 
Research, development, test 
and evaluation 3, 722 
Military construction F , 1, 589 
Active Forces ‘ ) (1, 519) 
Reserve Forces (78 (66 ( 


Revolving and man- 
agement funds 


41, 042 | 43,435 | 42,707 | 39,062 | 40,800 | 40, 945 


Total, new obliga- 
tional authority_.._| 36,747 |'41,138 | 40,850 


1 Includes proposed $294,200,000 supplemental request. Also includes approximately $700,000,000 of 
funds appropriated for fiscal year 1959 which have been applied to fiscal year 1960 programs. Excludes 
congressionally authorized transfers of $122,100,000 to NASA and GSA, 
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Estimated expenditures and amounts available for expenditure, summary by 
service, fiscal years 1951-60 


{Millions of dollars] 











Available for expenditure Total Army Navy Air 
: Force 
FISCAL YEAR 1951 
ppeseeumes balance, July 1, 1950.........--..--.--.- $3, 584 $3, 823 
us: 
New expenditure availability_............-..-..- 12, 396 15, 816 
SOrG, DOC... 21450. 5-5 a dees Sc teteeeees ck 84 62 
Equals: Total available--....-..----.-----.-.- 16, 064 19, 702 
Expenditures, actual (combined statement) - _ -.- 5, 584 6, 349 
japeed fonts. -:- <6 5.4.2 DA es? 67 18 
Equals: Unexpended balance, June 30, 1951-_-_.-. 10, 413 13, 335 
FISCAL YEAR 1952 
Plus: 
New expenditure availability_._..........--..--- 16, 088 22, 244 
Tremiies, net. 22322 ee ee +30 +76 
Equals: Total available. --.-.....---------.---- 26, 531 35, 655 
Expenditures, actual (combined statement) - ---- 10, 161 12,711 
Speed fonts... 25.55.6555 ah Be ee 93 138 89 
Equals: Unexpended balance, June 30, 1952_. -- 16, 232 22, 855 
FISCAL YEAR 1953 
Adjustments to umnexpended balance brought 
perwaene ©... ro ee Oo eee eres -~3 1 
Equals: Revised unexpended balance brought 
és SRW 6 ols nk 555 En he eeknwnnedied 16, 229 22, 856 
us: 
New expenditure availability...........-....-<.. “12, 651 20, 596 
Trembiets, net. .2-; 252 355s bs aS - —173 
Equals: Total available.........-...--..-.-.-.. 28, 784 43, 279 
Expenditures, actual (combined statement) -_-._ 11,878 | 15,087 
Lepeed fonds. .......-3. Es. db gs sada 250 118 
Equals: Unexpended balance, June 30, 1953.... 16, 656 28, 074 
FISCAL YEAR 1954 
Adjustment to unexpended balance brought for- “s 4 
WEES Since duct candscncuiiocndntibodibambbbcatnion — _ 
Equals: Revised unexpended balance brought 
PA SOT WONG ..255 50 en cote dcnispkekes oleae 16, 642 28, 068 
us: 
New expenditure availability__........._........ 9, 372 11, 418 
SUMING, THB... «. nth cabcdndctccehpceksdiaehdaenon —50 -7 
DIONE. oo niicndbncdocsbatsaek “ 200 fos. cco 
Equals: Total available. -..................... 25, 715 39, 479 
Expenditures, actual (combined statement)... ... 11,203 | 15, 668 
RMDGOG TONG. okie ohh dcectietceenebud 118 155 
Equals: Unexpended balance, June 30, 1954... 14, 305 23, 655 
FISCAL YEAR 1955 
Plus: Br 
New expenditure availability...................- 9, 766 11, 687 
TOMS, Bg cb ce ccckite-uinbomdigeeeal —8 250 
ROO oo in cock aceon cdl anak —225 —25 
Equals: Total available... ..........-2.2..-..- 23, 838 35, 517 
Expenditures, actual (combined statement)... __ 9,733 | 16,407 
Lapeed funds ..ais 55 ncn occ w epic ccbinibennent 735 326 
Equals: Une: ded balance, June 30, 1955... .- 13, 370 18, 784 
Memo: Anticipated reimbursements from undeliy- 
ered MEAP ordere.2. 3)... ge ee (245)| (3, 081) 


See footnote at end of table. 
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Estimated expenditures and amounts available for expenditure, summary by 
service, fiscal years 1951-60 


[Millions of dollars] 









Available for expenditure 





activities 
eT tind titanate tae a ah aces ine 
FISCAL YEAR 1956 
Plus: , 
New expenditure availability_...........--.-.--.- $667 
Tronaers, WHOLE on id Sad... ESS eS +85 
ReSAMONE.. ... ..ncnccscvdnncoceccagamencencesas} "Ge 1, ~tet Ee]. 650 L....c5esd 
Equals: Total available-...........-.-.-.----- . 1,301 
Expenditures, actual (combined statement). -__- "596 
LapeeG Bees 258 0 SR as ok Sc cetoce ge oces ~ 266 
Equals: Unexpended balance, June 30, 1956... 439 
Memo: Anticipated reimbursements from undeliv- 
ered MAP orders...........-..-..--..........-....] (2 @423)}> (673)... Gad). - WU, BRD) ice -2.... 
FISCAL YEAR 1957 
Plus: 
New expenditure availability..................-- 666 
Tie ONOD.0 525 An icueengiswdecapdudsteseee +23 
Hemplssiong. = 220 28. 2 eel en sedan dang Bi | | eR) eR here tee GB rhese 5... 
Lgersitake 
¢ Equals: Total available-_...........--......-.. 1,128 
SS: 
Expenditures, actual (combined statement) - -__. 615 
Unobligated balances withdrawn--__...-.....-.. 309 
Equals: Unexpended balance, June 30, 1957 _-.. 204 
Memo: Anticipa reimbursements from unde- 
livered MAP orders. ----..is.2.2..---.-..-...-..--]) -(2)252)} §(649)| (229); Ss (4, 37) }-------.-- 
FISCAL YEAR 1958 
Plus: 
New expenditure availability..................-- 777 
PIU SIUC | 5 oo So oesbele nc cdiwbeeccansenh| | EP LL, >) 938). “Fee eeboent chee eens 
Equals: Total available__............---.....- 981 
Expenditures, actual (combined statement) - -___ 18, 435 
Unobligated balances withdrawn--_-_-..........-- 96 


Equals: tere yg balance, June 30, 1958__ - 15, 516 


Memo: Anticipated reimbursements from unde- 





livered MAP orders. ....-.......-.-.--.----.-..--] (2,232)} (2,080)}  - (262)}_ = (@9O}}---------. 
* FISCAL YEAR 1959, ESTIMATED 
jus: 
no expenditure eee Lda kdithcoaee’ 1, = 
Gepplemintalesn. 222... ..222-5..-.-2. 
Trensiers, net. .. << 2. cecccccsccesce cece kl} OS | + 87S |}. ©‘ — 100 |. .-.. =... —%6 
Rod Equals: Total available. ...............-.....- 1, 546 
Expenditures Peis 8 Sie kee Sr = ati ee 1,170 
Unobligated balances withdrawn.-_--.-...........- 3 
Equals: Une ded balance; June 30, 1959____ 374 
Memo: Anticipa reimbursements from unde- 
livered MAP orders. _......-......-...2.-....-...| (1,592)} (740) ss (@BOB)}.———(s (G44)]---------. 
* FISCAL YEAR 1960, ESTIMATED 
lus: 
New expenditure availability, basic request_--__ 1,418 
New expenditure availability for later trans- 
Ws cetacean cou eta Cents k bias inmciben 23 
TRI NG on ie a ee ee ee Oe 
oe Equals: Total available. ..................-.. 1,815 
: Expenditures PE Nhe id eh GS RS MR 1, 410 
Unoliignesn pemuees watrrnwe. eR OPP CSR 
Equals: Unexpended balance, June 30, 1960.__. 405 
Memo: Anticipa reimbursements from unde- 
ivered Baa Ores... <<< =o toto ccc a. Gay (Wa CE... 
! Less than $500,000. 
? Adjustments to reflect change in accounting procedure throughout Government in handling of Economy 
Act working funds. 


Reflects reclassification of certain appropriations from ‘“‘military’’ to “civil functions.”’ 
4 Includes $925 million anticipated fiscal year 1960 MAP orders, not distributed by service. 


Note.—Amounts will not necessarily add to totals due to rounding 
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Obligations and. obligational availability of current general and special fung 
appropriations, summary by service (excluding working, revolving, and expired 
general and special fund appropriations), fiscal years 1950-60 


[Thousands of dollars] 


FISCAL YEAR 1950, ACTUAL 


aaa balance July 1, 1949__-_..__- $872, 313 71, 390 $567, 648 $233, 275 
Plus: 









































New obligational availability fiscal 
year 1060.22... Doh ok 13, 169,339 | 4,233,508.) 4,073,017 4, 671, 364 $191, 450 
Direct congressional appropria- 
ee ae See (13, 041, 902)} (4, 405, 144)| (4,328, 383)} ' (4, 116, 925) 
Cash to liquidate prior contract 
i eee (—1,809,529)| (—220,000)} (—789,529)| 2? (—800,000))_..._....___ 
New unfinanced contract au- 
MAES i eh ee lee (1, 936, 966) (48, 364)} 3 (534, 163)| ¢ (1, 354, 489))/00__ sll, 


Administrative adjustment of con- 

tract authority. .......2..2....... 
Reimbursements 
Transfers (net) 


; 3 78, 535 
— 22, 982 —30, 350 —26, 247 16, 615 















Equals: Total available for obliga- 


tion fiscal year 1950__.._.-._.___. 14, 106, 029 4, 308, 224 4, 589, 565 4, 999, 789 
eg Obligations incurred fiscal year 


ODO coche Gels Sn SEO; 18, 163,453 | 4,066,577 | 4,159, 910 4, 729, 083 
Eq 


























uals: 
Unobligated balance June 30, 


er 942, 576 241, 647 429, 656 270, 706 
Expired as of June 30, 1950 


(137, 962)}  (124,.165)} (3, 825) (9, 405) 
Available in fiscal year 
SOG. HR ee iE (804, 614) (117, 482) (425, 831) (261, 301) 

















FISCAL YEAR 1951, ACTUAL 


ee balance July 1, 1950-_.-._. 

Plus: 
New obligational availability fiscal 
year 00? it... ue an. atl. 
Direct congressional appropria- 




















804, 614 117, 482 425, 831 261, 301 









48,038, 560 | 19,360,143 | 12,337,975 | 15, 895, 975 
(48, 086, 926) | (19, 270, 030) | (12, 319, 074)} ! (15, 813, 522) 











tions 
Cash t to liquidate prior contract 













Suthurity22oter orcas (2,317,600) |_...-......- (+767, 600)| (—1, 550, 000)|_.-.....-... 
New unfinanced contract au- 

Mery bee Seis (2, 269, 233) jor sui ssuLe % (700, 293)| 4 (1, 568, 940)}_22_.2Ltule 
Distribution of OSD emergency 

mn -.. SR E e eeh e (90, 113) (86, 207) 






Adjustment of unfinanced contract 

















OUIIT TS. ot Slat —20, 560, |_..____--_.. =, BED hak. och cn ac fee 
Reimbursements -_---..._........+_.- 654, 212 138, 211 , 822 224; 714 
Transiee@ (net) . ... 1... 8... —1, 886 2, 958 —2, 862 1} 982 Possess... 






Equals: Total available for obliga- 
tion fiscal year 1951... 225. 1_. 49, 474,939 | 19,618,795 | 13,031, 204 16, 380,.008 - 
Deduct: Obligations incurred fiscal year 


W008 cS SL kL 45,772,339 | 17,658,609.) 12, 443, 623 | 



























1, 114,602 
(58, 105) 


(1,057, 497) 


3, 702, 609 | 1, 960,186 587, 581 
pmapired as of June 30, 1951_| (251, 732) (65, 407) (88, 980) 
Available in fiseal year 


Ts cccenniglgntecaiesianaenivaa (3, 450, 879) ( 1, 894, 779}. (498, 602) 











See footnotes at end of table, 
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Obligations and obligational availability of current general and special fide 
appropriations, summary by service (excluding working, revolving, and expired 
general and special fund appropriations), fiscal years 1950-60—Continued 


{ Thousands of dollars] 


OSD and 


Total Army Navy terservice 
activities 


~-_—— 


FISCAL YEAR 1952, ACTUAL 
Unobligated balance July 1, 1951 , 450, , 894, $1, 057, 497 


jus: 
New aetna availability fiscal 
22, 265, 123 


(22, 948, 985) 


ity (—48, 364) | (—666, 476) (—710, 000) 
Transfer to offset pay deficioncy.\_-. sc hihi bho de (13, 342) 
Distribution of OSD emergency 
fund (26, 709) (23,811) (26, 138) 
Reimbursements 36, 912 508, 157 292, 237 
Transfers (net) —513 38, 719 


Equals: Total SS for obliga- 
tion fiscal year 1952 23, 570, 897 | 16, 693, 900 23, 614, 416 
Deduct: Obligations incurred fiscal y: 
1952 20, 902, 622 | 15, 482, 198 


2, 668, 275 |. 1,211, 702 
Y Senin as of June 30, 1952- "350, 948) ‘ (21, 525) 


‘ in 
1953 (7,085, 010) 


FISCAL YEAR 1953, ACTUAL 
Unobligated balance July 1, 1952.........| 7,085,010 
lus: 
oe Sac. availability fiscal 


authority 
Transfer to offset pay deficiency. 
Distribution of OSD emergency 
Reim 
Transfers (net). .........-. 
Equals: Total available for obliga- 
tion fiscal year 1953. 
Deine: Obligations in incurred fiscal year 
45, 734, 793 
Wnobligated balance June 30, 
1953 _ . 10, 213, 494 
Expired as of June 30, see (821, 755) 
ve fiscal 


~ FISCAL YEAR. 1054, ACTUAL 
at balance July 1, 1953 
New oa availability fiscal 


restore warrant 
Cash to liquidate prior contract 
authority 
Transfers in on of supplemental 
t 


appropria 
— of OSD emergency 


year 1954 
See footnotes at end of table. 
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Obligations and obligational availability of current general and special: fung 
appropriations, summary by service (excluding working, revolving, and expired 
general and special fund appropriations), fiscal years 1950-60—Continued 























































(Thousands of dollars] 
Total Army Navy 
FISCAL YEAR 1954 ACTUAL—Ccon. 
ee gag Obligations incurred fiscal year 
pei SANE Se csc denna one $27, 956, 827 | $9,517,784 | $8,258,236 | $9,752,374 
Equi 
Unobiignted balance June 30, 
Edediwiwnnss 18, 374, 336 | 7,704,129 | 2,945, 482 7, 362, 162 
Expired as of J une 30, 1954... (2, 667, 528)| (1, 464, 377) (620, , 435) (320, 152) 
ye - sve in fiscal year 
Rwen deeds thy (15, 706, 808) | (6, 239,'752)| (2,325, 046) (7,042, 010) 
FISCAL YEAR 1955, ACTUAL 
Unobligated balance July 1, 1954. _....-. | 15,706,808 | 6,239,752 | 2,325,046 7, 042, 010 100, 000 
Adjustment for inclusion of special fund 
Roane dng anna’ nnd O08 $cc dicoan ss: Ob TS eS ee 
us: 
New obligational availability fiscal q 
year 1955__... ...- 29, 728,218 | 7,659,581 | 9,765, 833 665, 665 
Direct congressional ‘appropria- 
BN sn cc bencuknamanee (29, 596, 596)| (7,642, 570)| (9, 761, 346) (628, 750) 
NG ened (97, 622) (17,011)|  (--29, 513) (36, ue 
Cash to liquidate prior contract 
quperity....... ics .22521...4 (34, 000) }--...------- GAC. 2 eS ce 
Bence ond oi th a US —~000, 008} —800, 000 foo. . Seas gt - eS eh ae 
Other tramilerd!22q. - 220s Ss sat —76, 220 —44, 500 ~-16, 375 84, 624 —99, 970; 
Reimbursements _-__--......-------- 2, 583,223 | 1,739,743 417, 792 425, 618 69 
Equals: Total available for obliga- 
meinen tion fiseal year 1955__.......--.-- 47, 442, 887 | 15, 094,576 | 12, 493, 155 19, 189, 391 665, 765 
uc’ 
Obligations incurred in fiscal year 
UGG. 2 A a heed. 34, 213, 041 | 10,649,656 | 7,631,204}. 15,327,972 604, 213 
Balances expiring on June 30, 1955_ .- 412, 064 131, 700 231, 270 22, 522 26, 
Equals: Unobligated balance 
available in fiscal year 1956___---- 12,817,781 | 4,313,220 | 4,630,681 3, 838, 897 34, 983 
FISCAL YEAR 1956, ACTUAL 5 
Dasvtareet balance, July 1, 1955_....-.- 12, 817,781 | 4,313,220 | 4, 630, 681 3, 838, 897 34, 983 
us: 
New obligational availability, fiscal 
SN iia silane nec hn 33, 936,579 | 7,848,730 | 9, 648, 405 15, 771, 965 667, 479 
Direct congressional appropria- 
aN (33, 148, 763)| (7,344, 453)| (9,588,948); (15, 513, 154) (702, 
"Transsere. ct 5 Stool. (750, 077) , 277) (21, 719) (258, 811)| (—34, 729) 
Reappropriations_____........--- 05; 70a io --~0--se. a) RCS 
Cash to liquidate prior contract 
WOT iia ils din ses ced (—28,,000)|.--.----.--- CR OT bannato eee ec olk cae 
merase ier oR eo —8)572 |---..----..: =B,078 1... ic essesees|~<sc Suen 
Guner trafintere. 2... 22.8 —834,701 | —750,077 |__-..------- —84, 624 |...-.-.-.--. 
Reimbursements. .---..-..--...--.--- 4,904,580 | 1,317,609 573, 260 3, 013, 695 16 
Fiscal year 1956 MAP common 
aia ge le rian = (3, 989, 686) (967, 195) (260, 061) (2.762, 430) |_........-.- 
All other sources....,.-.--------- (914, 894)} (350,414)} (313, 199) (251, 265) (16) 
Equals: Total available for | 
obligation, fiscal year 1956._.| 50,815,667 | 12,729,482 | 14, 843,774 22, 539, 933 702, 478 
Deduct 
Obligations incurred in fiscal year 
OS Sie Bale Be ak | 058, 963 | 9, 713,404 | 10, 980, 594 16, 817, 509 547, 457 
Balances expiring on June 30, T956-_ 432, 810 142, 487 152, 776 —7, 941 145, 488 
Equals: 
Unobligated balance available 
in fiscal year 1957_.-.....---- 12, 323, 894 | 2,873,591 | 3,710, 404 5, 730, 366 9, 533 
Anticipated earnings from 
MAP orders unde- 
livered as of June 30, 1956_| (2, 391, 870) (396, 723) (201, 335) (3; 708: SERN. sconce 
Appropriations and reim- 
~ bursements available, | 
other than undelivered 
MAP ordets........-.--3- | (9, 932, 024)| (2,476, 868) (3, 509, 069) (9, 533) 
=== 
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Obligations and obligational availability of current general and special fund 
appropriations, summary by service (excluding working, revolving, and expired 
general and special fund appropriations), fiscal years 1950-60—Continued 


(Thousands of dollars} 


OSD and 
Air Force | interservice 
activities 


FISCAL YEAR 1957, ACTUAL 


Adjustment to consolidated basis of re- 
porting 


Plus: 
New obligational availability, fiscal 


Reimbursements 
Fiscal year 1957 MAP common 
item orders (241, 195) 
All other sources (357, 148) 


Equals: Total available for 
obligation, fiscal year 1957_-_.| 51, 417, 821 24, 034, 017 
Deduct: 


Obligations incurred in fiscal year 
18, 569, 383 
32,712 
Equals: 
Unobligated balances avail- 
able in fiscal year 1958 10, 869, 364 | 1, 883, 111 5, 431, 922 
Anticipated earnings from 
MAP orders unde- 
livered as of June 30, 1957.| (2, 104, 688) (531, 198) (1, 365, 395) 
Appropriations and reim- 
bursements available, 
other than undelivered 
MAP orders (8, 764, 676) (4, 066, 527) (15, 593) 
" FISCAL YEAR 1958, ACTUAL 
us: 
New obligational availability, fiscal 


17, 657, 230 722, 249 
(17, 765,181)} (713, 225) 


(—107, 951) 
797, 375 


(1, 113, 925) (349, 848) 
(1, 629, 020) (447, 527) 
362, 087 


Direct congressional appropria- 
tions 


Fiscal year 1958 MAP common 


All other sources. 
Recoveries of prior obligations. 


Equals: Total available for obliga- 
: tion, fiscal year 1958 51, 180, 942 14, 788, 610 


43, 212, 146 11, 809, 311 
5, 33, 


Balances expiring on June 30, 1958-.- 


Equals: 
Unobligated balances avail- 
able in fiscal year 1959 4, 179, 512 
Antici ‘ 
MA 


Appropriations reim- 
ursements available 
other than. undelivered 


Plus FISCAL YEAR 1959, ESTIMATED 
New obligational availability, fiscal 


year 1959 18, 717, 176 


(18, 672, 224)| (1, 392, 917) 
(51, ‘oy (108, 800) (6, 113) 
(437, 496 158, 978) (—63, 848)| (—119, 752) 
—25, 541 
See footnotes at end of table. 
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Obligations ‘and obligational availability of curent general and special fina 
appropriations, summary by service (excluding working, revolving, and expired 
general and special fund appropriations) , fiscal year 1950-60—Continued 


[Thousands of dollars] 
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a | | | 


FISCAL FROM 1959, ESTIMATED—Con. 


Plus—Continued 
Anticipated reimbursements.._.-.-.- 
Fiscal year 1959 MAP common 










$1, 171, 789 


Sn eee ween, 


sources. 202, 743)} (471, 881) f..-.. 
Recoveries of prior obligations. ---...- 604, 541 75, 000 229, 000 


Equals: Total available for obliga- 
_ ae fiscal year 1959... ......-.-.- 


Obligations incurred in fiscal year 


m= expiring on June 30, 1959. -- 


quals: 
Unobligated balances avail- 
able in fiscal year 1960_....-- 
Anticipated earnings from 
MAP orders undeliv- 
ered as of June 30, 1959...) (1, 364, 172) 
Appropriations and reim- 
ursements available, 
other than undelivered 
MAP orders...........<; 


FISCAL YEAR 1960, ESTIMATED 













(521, 104))-- 2222... 











(2, 737, 262) (40, 000) 
$$$ —————— 










Plus 













New obligational availability, fiscal 
year 1960 
Basic appropriation request - -_-- , 256, 
Pro’ for later transmission -- a, 563, 200) 


Transfers. 

Anticipated r reimbursements. ---_ ---- 
iseal year 1960 MAP common 
ut erters?.. . ecs-0u tt 

All other sources_......-.22.-0!-. 

Recoveries of prior obligations 









0 an Ler eae 














000 
1, 679, 314 900, 927 









(100, 000) 
(1,.579, 314)|»  (865,927)| .(272,905); (440, 482) }-_.--.-.-.. 
eee 275, 000 50, 000 Gil. eses 


a | | 











Equals: Total ree for obliga- 


tion, fiscal year 1960_ ....-...---- 
Deduct: 


Obligations incurred in fiscal year 
W90D ss ate os 2a Ls eTA «6 44, 420, 037 19, 758, 782 | 1, 411,025 






49, 681, 081 | 11, 145, 110 22, 601,048 | 1, 451, 025 













quals: 

Unobligated balances avail- 
able in fiscal year 1961. -_...-. 
Antieipated ea earnings from 
orders undeliver- 
ighaelane eRe 
prop ions reim- 
as available 
other than undelivered 
MAP ordefs............- 






5, 261, 044 305,183 | 2,073, 595 
} 

















(449,714)} (282,163);  (122,551)} (45, 000) |---.--.----- 























(4, 811, 330) (23, 020)} (1,951, 044)| » (2, 797, 266) (40, 000) 





1 Fiscal year 1950 excludes and fiscal year 1951 includes ny om ac eT arr ong ty Met eae year 1951 
from fiscal year 1950 reserve (Research and ee Air Force). 

3 Excludes $75,000,000 a spereprecen for payment of obligations incurred prior —_ June 30, 1946, against 
the appropriation ‘‘Air Corps, Army 1942-46.” This amount does not —— to Hquidate prior 
contract authority (Construction of Aircraft and Related ee 

ieee) veer s2eRasnden seeds toed yeas 3 1951 includes .$124,797,000 contract carried 0 
fiscal year 1951 from fiscal 1950 reserve (Construction of aircraft and procurement, aint 

4 Fiscal year 1950 excludes and fiscal year 1951 includes $726, ens contract authority carried over 
fiscal year 1951 from fiseal year 1950 reserve (Construction of aircraft and related procurement, Air Foros: 

§ Differs from ending balance, faeh-ve 1953, due to reclassification of “Olvilian relief in Korea’*from 8 
mili function to:s civilian function. 

6 Excludes credit unobligated balance (deficiency) of $6,882 in “ Medical care, Navy 1958.” 


7 Exeludes $95,000,000 of anticipated fiscal 1960 MAP orders since distribution of sueh orders is not 
determinable at this time. ie 


Note.—Amounts do not necessarily add ee totals due to rounding. Amounts for fiscal year 1950-54 
exclude activity under special fund accounts 


\ 
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Direct, reimbursable, and total obligations, fiscal years 1958-60 
[Millions of dollars] 


Fiscal year 1958 Fiscal year 1959 


Operating costs -23, 579 
Military personnel 12, 205 
Active Forces 10, 929 
Reserve Forces 601 29 631 
Retired pay 645 
Operation and maintenance -| 10, 201 11, 374 
Capital costs 19, 292 22, 463 
Procurement 15, 155 16, 837 
7, 535 
4, 526 
2,014 
2, 762 


Research, development, test, 
and evaluation 


3, 620 
2,.006 


Note.—Fiscal year 1959 includes proposed supplemental of $294,200,000. 


36379—59—— 48 
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The Cuamman. You have been very courteous and very patient, 
Mr. McNeil. We want to thank you. 

Mr. McNemu. Thank you very much. 

The Cuarrman. We have already published a supplemental report 
on material concerning prices. There has been a a be memoran- 


dum prepared on the subject, so I ask unanimous consent to insert 
at this time the memorandum from Mr. Means. 
(The memorandum referred to follows:) 


STATEMENT BY Dr. GARDINER ©, MEANS SUBMITTED TO THE JOINT HconoMIc 
CoMMITTEE FEBRUARY 16, 1959 


Mr. Chairman and members of the Joint Economic Committee, I appreciate 
this opportunity to comment on the program for economic growth and stability 
contained in the Economic Report of the President. I am particularly concerned 
to do so because evidence I have available, some of which has already been 
introduced into your record, suggests that the President’s program is based on 
a false conception of the twin problems of achieving full employment and pre- 
venting, inflation. 

First, let me discuss the matter of inflation. There are three types of infla- 
tion that need to be distinguished. First there is the classical type of inflation 
in which there is too much money chasing too few goods. This is a demand 
or monetary inflation. I believe there is general agreement among economists 
that if you start with full employment, the effect.of an unbalanced budget and 
a loose monetary policy, is to generate this kind, of inflation.. Also I believe 
there is general agreement that, under normal circumstances, a balanced budget 
and a tight money policy can prevent this type of inflation. This was the kind 
of inflation we had after the Second World War and again in the Korean war. 
Also there is a good deal of evidence that these classical inflations were over 
by 1953 and that by then the prices of commodities at the wholesale level had 
in very large measure adjusted to the new price level. 

A seeond type of inflation is the rise of market-dominated prices in a recovery 
from a recession or depression. This type of inflation is often called a reflation 
because, unlike a monetary inflation which is harmful, it is a normal and 
necessary part of the process of economic recovery. Such a reflation does not 
involve a rise, or as much of a rise, in the inflexible administered prices since 
they do not usually drop as much as market-dominated prices in a recession. Of 
course, a balanced budget and a tight money policy could stop such a rise of 
market-dominated prices but only by stopping the recovery and allowing un- 
employment to remain high. 

The third type of inflation has been called an administrative inflation and 
involves a rise in prices in the more concentrated industries where there is a 
considerable area of discretion within which pricing policy can be made. Such 
pricing power clearly exists in such concentrated industries as steel and auto- 
mobiles. It could also exist where markets are local and a few producers 
dominate the market. If this type of inflation occurs by itself, it involves a 
specialized price rise with the administration-dominated prices rising while 
market-dominated prices rise little or even fall. Such an administrative infla- 
tion could result from excessive wage increases or from business efforts to 
increase profit margins. But this kind of inflation does not come from a gen- 
eral excess of demand and it cannot be halted by contracting demand except by 
creating unemployment. Indeed, there is some question whether even a very 
sizable amount of unemployment could prevent an administrative inflation as 
I will show below. Control of this type of inflation by a balanced budget and 
tight money can only succeed through high unemployment and may not succeed 
even then. 





756 ECONOMIC REPORT OF THE PRESIDENT 


The relation between these three types of inflation should be noted. Classica} 
inflation and reflation are, by their nature, exclusive since a classical inflation 
starts with full employment while reflation ends with full employment. Op 
the other hand, an administrative inflation can accompany either or even occur 
when there is a general deflation in progress. 

In recent testimony before the Senate Antitrust and Monopoly Subcommittee 
under the chairmanship of Senator Kefauver, I presented a set of charts which 
help to emphasize the difference between a classical inflation and an adminis. 
trative inflation. I should like to introduce those charts here, though two of 
them have already been introduced into your record by Mr. Reuther. 

The first two charts concern the period of inflation following the Second 
World War and the start of the Korean war. The inflation of this period 
was classical in its source, with teo much demand seeking too few goods. Also 
it was classical in its results—a more or less general lift in the price level. 
This can be seen in chart I which shows the ‘percentage increase from-1942 to 
1953 in each of the commodity groups composing the BLS wholesale price 
index. 

Before discussing the chart I want to say a word about why I selected the 
period from 1942 to 1953 as the period of the war inflations. I started with 
1942 because the reflation from the great depression of the 1930’s was not com- 
plete until then. In 1940 we had 8 million unemployed and in 1941 we still 
averaged 5.5 million unemployed. By early 1942, we had virtually full employ- 
ment and the wholesale price index had just returned to the level it held in 
1926-29 before the depression. For the end of the inflation period, I selected 
1953 which was 2 years after the peak of the war inflation had been reached 
and the first of 244 years of relative stability in the wholesale price index. By 
that time, commodity prices had recovered from most of the distortions arising 
from the process of inflation itself. 
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In chart I, each price group in the BLS wholesale price index is represented 
by a column. The height of the column indicates the precent price increase from 
1942 to 1953. The width of the column indicates the relative weight of the 
group in the wholesale price index. The area of the column indicates the cop. 
tribution each group made to the rise in the wholesale price index. 

The first thing to notice in chart I is the relatively general character of this 
classical inflation. With the exception of the extremes of lumber at one end 
and rubber at the other, there is a considerable similarity in the price move. 
ment. Seventy percent of the groups by weight rose between 49 and 77 percent, 
This is very much the result to be expected from a typical classical inflation, 
The difference in percentage increase for different groups presumably reflect 
the special conditions of supply and demand affecting each group, in addition 
to the general inflationary forces operating on all groups. Indeed these dif. 
ferences involve the kind of relative price adjustments which could be expected 
in the absence of inflation. 

A second thing to notice is that there is no tendency for the administration 
dominated prices of concentrated. industries to behave differently from the 
market dominated prices of the nonconcentrated industries. The black columns 
in the chart represent price groups in which administration dominated 
are in heavy predominance; the light gray, those in which market d 
prices prevail; and the dark gray, those with a more equal mixture 
types. As can be seen, some of the black groups went up less than average, « 
more. Some of the light gray went up less, some more than average. ere is 
no evidence here of a significant difference in the behavior of the market: 
nated and the administration dominated prices. This further empha the 
general character of this classical inflation so far as the end results. are 
concerned. 

When we look at the process of inflation, however, we find a quite tunes 
difference in behavior between market and administration dominated In 
the beginning of a monetary inflation, market dominated prices te Gils 
more rapidly while administration dominated prices lag well hehind,. en, ina 
period of readjustment, market dominated prices fall back while adm 
dominated prices continue to rise until the two groups are more ; 
balance. The first stage in this process is shown in chart II. This charddo 
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for the period 1942-47 what chart 1 does for the whole period. As can be seen, 
the price indexes for the market dominated groups as a whole rose much more 
rapidly than the price indexes of the more concentrated industries. Thus, the 
behavior of administration dominated prices helped to slow up the classica] 
inflation rather than to intiate it. Only in the later stages did they catch up, 
This differential behavior in a classical inflation needs to be emphasized because 
it is so different from th* differential behavior of these two groups of prices 
in the more recent inflation. 

Charts III and IV shows the same kind of analysis for the inflation since 
1953. Chart III shows the changes in prices from 1953 to 1957 and chart Iy 
shows changes from 1953 to October 1958, the most recent date for which I s 
data at the time the charts were prepared. The year 1953 rather than the first 
half of 1955 was used as the starting point because there was a conside 
amount of administrative inflation between those two periods which was covered — 
up in the wholesale price index by the fact that reflation from the 1954 depression 
was not complete until the middle of 1955. This is clearly shown in the following 
table which indicates the percent price change for the 15 groups composing the — 
wholesale index from the average for 1953 to the average for the first 6 mouth: 
of 1955. The italicized categories are the black categories of the chart 
represent the administration dominated groups while those quoted are the d 
gray categories representing mixed groups: 


Commodity group 
Rubber and rubber products 
Tobacco manufactures and bottle beverages 
Metal and metal products 
Nonmetallic minerals 
Machinery and motive products 
Lumber and lumber products. 
“Chemicals and allied products”__ 
Pulp, paper, and allied products___ 
“Furniture and other household durables” 
“Fuel, power, and lighting materials” Re oe 
Processed food 
Textile products and apparel__. 
Miscellaneous products 
Farm products 
Hides, skins, leather, and leather products_ 
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In this recession and recovery period, all six, of the administration-dominated 
groups rose, five of them substantially while all but one of the market-dominated 


were below their 1953 level, three of them substantially. This suggests 
that the administrative inflation was in operation even between 1953 and the 
first half of 1955. 

In this connection, I would call your attention to the chart on page 11 of the 
‘Beonomic Report of the President” which uses the same base year 1953 and 
shows the more or less continuous rise of the prices of manufactured products. 

The story told by charts III and IV is clear. In the price increase from 1953 
to 1957, shown in chart III, the six administration-dominated groups rose most, 
the three mixed groups rose to an intermediate degree and the market-dominated 

rose little or actually fell. In chart IV, the comparison has been ex- 
tended to October 1958, and also the “Metal and metal products” group has been 
proken into “Semifinished and finished steel’; “Fabricated steel”; and ‘Metal 
and metal products (except steel),” in order to bring out the important role 
played by steel prices in this period. Again the evidence clearly points to an 
administrative, not a classical, inflation. 

The same differential phenomenon appears in the 1957-58 recession. The 
table below compares price changes from the second quarter of 1957 before 
the sharp recession began to the second quarter of 1958 when industrial produc- 
tion reached its lowest point. The analysis is limited to industrial products 
since, as the “Economic Report” points out, the prices of farm and food products 
reflect the sizable contraction in the supply of certain farm products, notably 
ashort supply of fresh fruit and vegetables, due to bad weather conditions and 
the short supply of cattle. The “Metal and metal products” group has been 
divided as in chart IV. 


Price change 


Semifinished and finished steel 

Machinery and motive products 

Tobacco manufacturers and bottled beverages. 

Fabricated steel 

Furniture and other household durables 

Pulp, paper, and allied products 

Chemicals and allied products._._.__-.-- 1.1224 +. nL sae huss 
Hides, skins, leather, and leather products._..~-~-1----.1i---..-2- 


Rubber and rubber products 

Textile products and apparel 

Iamber and wood products_.__..--+-2- 12s. e ee eu 
Fuel, power, and lighting materials 

Metal and metal products (except. steel) 


Processed foods 


During this year of recession the industrial price average was very stabie. 
But this stability of the industrial price index was a product of two opposite 
and offsetting developments, a continued inflation of administration-dominated 
prices and a deflation of market-dominated prices. ; 

In the partial reflation period since last spring, the administrative inflation 
appears to have continued along with some reflation of market-dominated in- 
dustrial prices, a compound movement which has been masked in the wholesale 
price index by the offsetting fall in the indexes of farm and food products as 
the particular scarcities of last spring have disappeared. 

In the light of these facts, I do not think the “Economic Report of the Presi- 
dent” is warranted in stating that, “We may justifiably take satisfaction * * * 
in the fact that the price level has been reasonably steady of late” (p. 4). 

Also I do not accept the statement of the “Economic Report” that, “We may 
justifiably take satisfaction in the increases already achieved in employment, 
production, and incomes * * *” (p. 4). Rather, the failure of recovery to con- 
tinue is a cause for some alarm. Consider the present situation. ee 

As is true of most recessions, a part of the recent recession was a contraction 
of inventory. In recovery, the reversal of inventory contraction and the re 
building of inventories is an important factor in contributing to a renewal of 
demand. But in the partial recovery to date, contraction of inventories had 
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ceased by the middle of the fourth quarter of 1957 and the rebuilding of jp. 
ventories is likely to be spread over a much longer period. As a result; 

of the impetus. for recovery to be'expected from this source has spent 
Nor is there a sign of greatly expanded private investment. And yet unep. 
ployment is significantly greater than it was a year ago and during the last3 
months recovery has just kept pace with the normal growth in the labor'fotea, 
For 3 months there has: been no progress toward the recovery of full 
ment. Apparently in the presence of the tight money policy the Federal 
now running at the annual rate of $6 billion or $7 billion a year, is all that i 
keeping us from renewed recession and greater unemployment. 

This seems to me to pose a major dilemma. The tight money poliey oat 
appropriately adopted in 1955 when there was heavy demand for capital goods 
and if the inflation after early 1956 had been a product of a general excegs of 
demand, the continuance of the tight money policy would have been called for, 
But a contraction of demand to control an administrative inflation is to limit 
expansion and force recession. Of course, it would be possible, by limiting de 
mand, to prevent a rise in the average of wholesale prices by forcing dow, 
market-dominated prices enough to offset the rise in administration-dominated 
- prices as clearly happened between the second quarter of 1957 and that of 1958, 

But this is to place the burden of price stability on small business, farmers 
and the unemployed. Also the evidence suggests that this does not stop the 
administrative inflation ; it only masks it. And if recovery occurs, the reflation 
of market-dominated prices will unmask the administrative inflation that has 
already occurred. 

Some people have suggested that, because of administrative inflation, we save 
to choose between price stability and underemployment on the one hand and full 
employment and creeping administrative inflation on the other. These do not 
seem to me to be the only choices. I believe it is well within our power to bring 
about both full employment and a stable price level. I hope that your committee 
will examine the problem as I have outlined it and, if you agree with: the sub- 
stance of my conclusions, will undertake to resolve this dilemma. Further, I 
would like to suggest that, in searching for a solution, you distinguish between 
(1) temporary measures which would allow the expansion of demand t 
fiscal and monetary means without engendering further administrative infiation 
even though such measures might not have longrun value and (2) a more perma- 
nent solution which is likely to develop only out of extensive study of the problem 
and is not likely to be a simple solution if the values of free enterprise and the 
efficiencies of big business are to be preserved. 


' The Cuarrman. At this point I have three items which I ask unani- 
mous consent to have printed in the record: (1) In response to 4 
request by Senator O’Mahoney (see p. 361) Mr. Frucht who testified 
on February 3 has submitted an additional statement about feet 
measures for increasing price stability. Mr. Frucht’s supplem 
statement appears below. (2) At the request of Representative 
man (see p. 422) Secretary Anderson has supplied answers to. 

. tional questions. concerning the proposed. exc Piehas of FNMA mort 
pages for Treasury bonds. (3) Tables and-charts which we have 
: prepared by our staff dealin with the question of price, cost, 
productivity, labor output and so forth, and bringing up to date mate- 


rial previously published through the year 1957. This material i is 
- through 1958. 


(The information referred to follows :) 


... CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D.C., February 23, 1959. 
































































Senator JosePH O’MAHONEY, 

The Joint Economic Committee, 
The Congress of the United States, 
Washington, D.C. 


Deak SENATOR O’MAHONEY: When I testified before the Joint Economic Com- 
mittee on February 3 last, you requested that I write you in detail to,-explain 
my views on the current trend in the price level and on the es legisla- 
tive measures for increasing price stability. Iam happy to comply, tho 
wish to emphasize that what follows is personal and does not necessarily reflect 
the position of the U.S. Chamber of Commerce—which was presented to the com- 
mittee on February 9 by Mr. Walter D. Fackler. 
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Business firms which administer their prices (perhaps 90. percent of all busi- 
nesses) do not raise them any faster or in greater proportion,in response to 
jncreasing demand or costs than do firms subject to perfect (identical product) 
eompetition. This conclusion, which: appears to hold whether firms have much 
or little market power, rests on the analysis I previously submitted for the 
record. Furthermore, 1 do not find that an objective analysis of the evidence 
presently available justifies any very sweeping indictment of union wage pres- 
sures a8 major contributors to inflation. (However, I do not mean in the slight- 
est to suggest that excessive market power positions on either side of the collec- 
tive-bargaining table are not grounds for the most serious public concern.) 

In general, I can find no solid basis in either evidence or logic to justify pillory- 
ing as “inflation begetters” either business or labor unions. To be sure, we have 
been subjected to a seemingly endless barrage of conflicting partisan. argumenta- 
tion and assertion to a flow of “fresh new angles,” each proving “once and for 
all” that one or the other side is the true despoiler of our cherished price stability. 
The spectacle presented by the eagerness with which so many “experts” have 
publicly indulged in willful and irresponsible playing of the “economic numbers 
game” would be merely laughable if its effects in public and legislative anxiety 
and inflation hysteria were not so gravely portentous for public economic policy 
and for our future as a free nation. 

On the basis of the evidence on price-level trends, I can find no objective 
grounds whatsoever for any. serious alarm about inflation. From 1948 to 1958 
the average annual compound rate of increase in the Consumer Price Index was 
only 13%, percent. As Alvin Hanson has pointed out, this increase can hardly 
be compared unfavorably with the record of the past 60 years—from 1897 to 1958 
the average annual increase in prices was 244 percent... Even during the peace- 
ful prosperity of the Edwardian calm, from 1897 to 1913, the annual increase 
was 2% percent. Yet we have done better in the past decade, despite the fact 
that we fought a war and expended over $400 billion on national security in 
this period. And the quality of products has improved greatly, although most 
improvements in quality and increases in product complexity are not taken into 
account by the price indexes at all. 

My perplexity over the basis for current inflation jitters is not reduced by 
international comparisons. If we look at the evidence for the years 1953-57, we 
find that, of all the Western Buropean nations, only Germany and little Switzer- 
land can match our price stability record. 

Since the most cursory inspection of postwar price trends shows that, far from 
accelerating, the rate of growth in prices is falling, I.cannot even find inflation 
perils by playing the economist’s parlor. game of extrapolating the price series. 

Despite the fact that postwar increases in prices have clearly been moderate, 
I would certainly prefer to have a perfectly stable or even a falling price series. 
Even a 2 percent rise in prices must transfer a good deal of income quite 
arbitrarily from some people to others. Though the net amount transferred 
ean hardly exceed 2 billion per year, the transfer is primarily at the expense of 
individuals (primarily pensioners) least able to afford the loss. I therefore 
-would like to inquire further to see why. the price level does not show a falling 
trend. 

I believe that postwar price level behavior should primarily be explained in 
terms.of the interacting responses to economic growth by the private economy 
and government—Federal, State, and local, The key element in this inter- 
action is the faet that growth is normally associated with a great deal of shifting 
about in the composition of total national demand. Not only do consumer wants 
-shift about among products and services, but also the needs of business and 
governments change, sometimes quite radically. These demand shifts result 
-from autonomous changes in buyers’ preferences and from substitutions inspired 
by new products and price differentials due to productivity gains. Of these 
demand changes, only the third is deflationary under the conditions which prevail 
in our economy. 

If economic growth affected all industries in equal proportion, it is unlikely 
‘that the price level would rise. Nor would there be upward price pressures if 
changing demand patterns took place where resources would quickly and easily 
shift from where they are less wanted to where the need for them increases. 
Our problem, however, is founded on two basic facts: 

»:€a), Labor, the most vital resource of all, tends to be highly immobile in. the 
short. run, The movement of unemployed labor from declining industries and 
doealities is subject to lags of greater or lesser duration. 
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(0) Though industries and localities in decline may suffer from heavy whém- 
ployment, wage rates are strongly resistant to reductions. So long as ‘wages 
stay up, prices in such circumstances also tend to hold firm. Wages and prices 
are highly rigid downward when output falls, but are much more flexible for 
‘upward movements in demand. ie 

Labor immobility, which exists even when local unemployment is heavy and 
other job markets are begging for labor, is a crucial’ problem in itself, for both 
the workers involved and the economy. Coupled with the downward Tigidity in 
wages and prices even when unemployment is up, labor immobility’ ee 
economic growth and creates an inflationary situation to boot. 

If, in a generally prosperous economy, demand shifts from one induetey s 
another, it must tend under conditions of labor immobility and downward wage 
and price rigidity to increase the price level. Demand-gaining industries, on 
expanding output, put pressure on the labor markets in which they are located, 
raising their labor costs and then, in time, their prices. Since wages and prices 
do not typically fall with equal speed in demand-losing industries, and sifice 
unemployed workers tend to remain where they are for considerable ae 
the general price level must rise even though total employment in the 
may well be down. If there are many shifts in demand, some reaching 
cant proportions, there can be considerable upward price pressures, even amidst 
growing (“structural”) unemployment. This set of circumstances may Hest 
explain the recession from which we are just recovering. This recession fea- 
tured a most dramatic shift in consumer demand from heavy durables toward 
soft goods and services. 

The problems inherent in ecoriomi¢ change pose particularly troublesome 
dilemmas to monetary and fiscal policymakers. 

Increasing prices due to shifting demands tend to strain the money supply. ‘If 
the money supply does not expand as prices rise, effective demand in the overall 
economy may be expected to fall, causing reductions in output and increases in 
unemployment. This increase in unemployment is not itself “structural,” 
though it is due to structural shifts, since it results from a decline in’ effective 
total demand. Increasing the money supply in this case, however, will tend fo 
prevent downward price adjustments and will solidify the now higher price 
level. 

If fiscal policy is dedicated to maintaining “full employment” and if it takes 
its cues solely from the level of unemployment, without distinguishing 
unemployment due to general failure of overall effective demand and structural 
unemployment, it may only add more demand pressures where demand is al- 
ready high, while doing little for the unemployment due to labor immobilities. 
How much the price level might have been pushed up had monetary-fiscal pol- 
icies been used in 1957 to pump up total demand enough to put Detroit back at 
full employment is not easy to determine, but the rise would have been a dra- 
matic one. 

The picture is not as black as the above implies, however. Some of the upward 
price pressures inherent in economic change where downward wage-price rigidi- 
ties and labor immobilities are strong are weakened and may be offset in wh 
or in part by two other aspects of growth. Labor shortages in sectors of 
demand and labor immobilities in areas of decline are relaxed by the growth a! 
replacement of the labor force. While the labor force'is growing, many workers 
are also leaving it, through death, retirement, and so forth. New entrants to the 
labor force tend to go into industries and areas of expanding demand, while 
all the workers who permanently leave the labor force in declining industries 
and regions are not replaced in those labor markets. A second growth factor 
working to offset price increases is that of increasing productivity. To the ex- 
tent that productivity gains in particular industries are not wholly absorbed by 
higher wage costs, they tend over time to lower prices. 

In view of the fact that we have had significantly high rates of growth in the 
postwar period as a whole and many shifts in demand composition, the very 
moderate trend in prices testifies to the pressure of strong anti-inflationary off- 
sets in the private economy. The record of price stability appears even stronger 
when we note that over this period Government has increased the deficit by’ 12 
percent and that the money supply has grown faster than output. 

A reasonable man might well be inclined to feel that our growing and chang- 
ing private economy has really done exceedingly well price levelwise in the face 
of the downward wage-price rigidities, the relative immobility of labor normal 
in our private economy and a generally willing use of monetary and fiscal policies 
to inject considerable adrenalin to the economic body. 
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Shifting of demand composition tends to be inflationary where downward 
wage-price rigidities and labor immobilities are strong. And such “frictions” 
exist regardiess of whether business market power is strong or weak, whether 
gnions are strong, weak, or nonexistent. It must be doubted, therefore, whether 
even the most extreme of possible governmental policies, such as breaking all 
business firms down to the one-plant level or outlawing all unions, could improve 
matters much in this particular respect, 

If the rate of mobility by labor out of declining industries and areas is roughly 
equal to the rate of increase in demand for labor in gaining industries, produc- 
tivity gains and labor force growth can hold down the cost-price effects of 
change—and perhaps even reduce prices. This holds so long as the lag in ad- 
justment of labor does not increase. But for many reasons these two rates 
will fluctuate, adding or subtracting price pressures. Thus, in a free economy 
guch as ours, we can and should expect to experience sharp changes in the rate 
of price level increase from time to time. But such relative changes in price 
pressures are generally not systematic in origin and will not persist over time. 
Governmental antigrowth policies and programs, however, introduce systematic 
biases into the system—they systematically retard growth and labor force 
reallocation. As antichange policies grow in number and in scope, they add 
more and more systematic inflationary pressure to the system, while at the 
same time reducing economic growth. 

It is passing strange that, of the great number of students, writers, and 
polemicists who have cooperated in stirring up our current inflation obsession, 
only a relative few have noticed the inflationary implications of our massive 
and evergrowing governmental opposition to economic growth and change. To 
be sure, most economists concerned with particular types of antigrowth, anti- 
change governmental policies have pointed out their inflationary biases. But 
Congress and the Nation need to see the implications of antichange policies in 
the large. 

Economic growth has two components: (1) Rising income due to increasingly 
better utilization of given available resources in satisfying our wants as they 
develop and change over time; and (2) rising income due to increasing amounts 
of material resources and growth in the labor force. 

Of the components of growth, increasing productivity in clearly the one with 
the most significance for raising our standard of living and the most relevance 
for our national security as well as for our fundamental social, cultural and 
political health. 

Unhappily, despite the fact that growth is so vitally needed and wanted by all 
of us, whether liberal or conservative, Congress appears to believe that as a 
people we also want even more a kind of individual economic security that 
directly conflicts with the economic changes required for nationwide growth. 
Growth and change do mean (primarily temporary) losses, adjustments, and 
sometimes even hardship to some relative few, while in each case the Nation 
reaps larger gains which, however, may appear small because they are spread 
out over the rest of society, The gains widely diffuse while the costs are con- 
centrated. Political pressures for special interest legislation to protect the 
losers are, therefore, often stronger than pressures to safeguard and promote for 
the Nation the net gains of economic growth. But gains are permanent and 
build on themselves, while the consequent losses are temporary and overtime 
would be made up for most losers by the gains accruing from other economic 
changes. If we view growth only from the standpoint of the short-run interests 
of particular losers, we may shortsightedly sacrifice much of the bright in their 
futures, and ours, in order to ameliorate only temporary present aches. Yet, 
‘we pass antigrowth legislation in an ever-increasing torrent. This is partic- 
ularly unfortunate because if we want economic growth as well as protection of 
losers from growth and change there are ways to achieve protection without so 
strongly crippling growth—and without putting such pressures on the price level. 
~ Congress could make enormous contributions to the national welfare if it 
would shift its approach on economic growth from negative to positive. If it 
acted positively to promote growth and economic freedom there would be greater 
real security for all of us in the more’ dynamic economy which would result than 
in the more sluggish, more inflationary one we get from the negative status quo 
policy orientation which is so dominant today. Let us look briefly at some of 
the major types of antigrowth and antichange legislation which we have on 
the books. "Whether or not one agrees with these policies or their specific goals, 

my point here is that they are adverse to growth and prevent downward price 
adjustments which would stabilize or reduce the general price level. 
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(1) AGRICULTURAL PRICE SUPPORT . PROGRAMS 


In 1959, according to the President’s Economic. Report, we are expected to 
spend well over $5 billions on “stabilization” of farm prices and income. This 
expenditure means less movement of farm labor into other industries and higher 
farm as well as nonfarm prices than would otherwise prevail, Yet agricul- 
tural experts estimate that we could meet our total present food ee 
with only 10 to. 15 percent of the 744 million workers now on: our farms. 
I do not suggest that anything like 6 million or so farmers would jump ‘itr 
nonfarm labor force if all price:supports were lifted, it.cannot be denied | 
the shift, of farm labor into more productive employment would go. faster. wi 
economic growth under the generally high levels of employment of the postwa 
period the potential value of the output of each of these 6 million workers m) 
approach $5,000 per year. Thus, we lose the inflation-reducing benefits of 
labor market conditions and.a possible addition. to our national output. of per: 
haps $30 billion. : 
Consider, as an alternative to our present inflationary, growth stultifying,, 
and wasteful farm program, the approach suggested by Prof..T. W.. Schult 
of, the University of Chicago—one of our leading agrieultural economists. 
approach, which he terms “homesteads in reverse,” seeks to use Federal id 
to help low income farm workers to leave the farms and. raise their standa 
of living. If we could induce even 1 million of these now wholly. ,unproduc- 
tive workers to. move off the farms into nonfarm labor markets, we,could. expect 
& permanent increase in national output of at least. $5 billion. .By devoting a 
tenth of the imagination now used in.generating agricultural waste -to.finding 
appropriate ways for using. Federal resources to relocate, farmworkers in. pro- 
ductive jobs—to provide training and education where necessary and a. financial 
eushion—Congress could undoubtedly clear up most. of the. farm problem in,a 
few years. And this objective could be achieved at no greater cost than our 
present “stabilization” appropriations if carefully handled, 


(2) IMPORT - RESTRICTIONS 


Import competition of foreign products in. domestic markets has beneficial 
growth effects similar to those resulting from increases in domestic productiv 
Thus, trade restrictions reduce economic growth and hold up many dom 
prices. Though, initially, the prospective addition to total real national income 
resulting from complete abandonment of trade restrictions would not be large, 


perhaps only 2 to 3 percent, its impact on the price level would probably be 


significantly larger. Prices are made or highly influenced by changes at the 
margin of total supply. Furthermore, in the long pull, a large part of the 
from trade. would consist of the gains in efficiency in our domestic industrie 
resulting from a much-stepped- up foreign competition. Free trade would thus 
give us substantial increases in efficiency and real income, while contribu 
much to the reduction of both the price level and domestic business market power. 
The potential income we casually toss away through trade. restrictions could, if 
devoted to education, for instance, provide us with an educational establishment 
beyond the wildest dreams of the most starry-eyed educationist, o 

wider this most vital of all gateways to economic growth as well as social ¢ 
political excellence. 

It may well be true that the. American public is willing to pay. a substantial 
price to ease the burden of economic changes upon its victims. But-it.is: 
unclear that the average voter would support antigrowth legislation d 
preserve the status quo if he were made really aware of its costs in higher. an 


and to his standard of living, present and future... Since the costs of trade re. 


strictions, unlike those involved in direct cash subsidies, do not.enter the 



















budget even partly, they do not impose the discipline of. taxation. offsets.on _ 


Congress. One may wonder how strong the “national mandate for import 


bar- 
riers” would be if some of their costs were made more visible to the public by — 
the use of domestic cash subsidies to exclude imports instead of tariffs.and — 


quotas, And one may further wonder whether, if the. public were informed of | 


the alternatives possible, it would prefer an approach to easing the burdens of — 


change which retards growth to ways which would not retard growth, or. ra 


prices. Why is so little legislative imagination devoted to easing the, oe ’ 


2 


of adjustment to change in ways favorable to growth in comparison with; that. 


spent on preventing. change and growth?..Qne’s 


for congressional re. 
Pe and vision is not increased. by the adoption by the last Congress of 
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the “defense essentiality” amendment to the Trade Agreements Act... This de- 
yice cloaks antigrowth policies irrelevantly but effectively in the flag of “defense 
needs,” reducing their visibility to the voter even more than ordinarily. 


(3) SOME OTHER MAJOR FORMS OF ANTIGROWTH PRICE-INCREASING LEGISLATION 


(a) Minimum price fixing in transportation, in oil and minerals, “fair trade” 
legislation, state milkshed price floors. 

(b) Depressed areas subsidies (prospective). 

(c) Interest subsidies or guarantees. These redirect capital resources from 
where their returns in real income are larger to where they are smaller. 

(d) Personal income tax biases against risk taking. ; 

(e) The tax subsidy of research and development obtained by allowing these 
costs to be expensed as accrued. This diverts much of our limited scientific 
resources away from basic research and education and is another instance of 
our willingness to sacrifice future for temporary gains. ‘This subsidy gives us 
relatively more minor improvements on known technology and existing products 
and relatively fewer major innovations in technology and products. 

Considering the substantial impact of strong governmental antigrowth poli- 
cies it is wholly remarkable that the American economy has nevertheless been 
alle to grow during the post-war period at its normal historical pace. The 
average percentage increase per year in output per man-hour in manufacturing 
for the period 1909 to 1939 was 3.3 percent. Yet from 1947 to 1953 the rate was 
34 percent. How much output we have thrown away in the past by programs 
retarding growth, and how much higher the price level is thereby, can only be 
conjectured. And we must also take into account the fact that the economic 
and social climate resulting from a stepped-up growth.rate in.a free economy 
must in itself enhance the prospects for future growth. 

Even a most moderate reversal of governmental antigrowth policies could well 
result, therefore, in a stepping-up of the growth rate to the 5 percent so many 
call for. Such a reversal should give us also the price stability we all desire, 
and could well give us over time even a moderately falling price level. An all- 
out legislative reversal in favor of growth coud spark an even higher growth 
rate. I very much doubt that whatever growth the Soviet can. achieve by dint 
of all-out force and coercion could match the exuberant rates which would be 
generated by our free economy if the Government would let down its barriers 
to growth. And this growth would necessarily’ be accompanied by stable or 
falling prices. (This would enable pensioners to share in the fruits of progress, 
from which they are now excluded by the inflationary effects of governmental 
antichange programs.) ! 

Furthermore, to the extent that Congress feels a mandate to ease the immedi- 
ate burdens for the victims of change, it can do all it wishes here without re- 
tarding’ change. Implicit in thé U.S: Employmént Service is an approach ‘to 
relieving distress from change which at the same time promotes change. . Con- 
gressional imagination exercised along this line of attack could revolutionize the 
performance of the American economy and) hurl a devastating challenge back 
in Khrushchey’s teeth. i 

In contrast, the use of price-wage controls to reduce the inflationary effects 
of governmental policies seems a sorry prescription indeed to me. It means 
still more “waste, still less economic. efficiency, still less growth and satisfaction 
of our wants and needs. And such a strait-jacketing of our dynamic economic 
eergies can only weaken in the end the muscles of our national security. ’. Fur- 
thermore, adoption of peacetime price controls would mean'a craven as well as 
amost unjustified capitulation before the Soviet economic. challenge. 

If Congress will provide the private economy with a reasonably sound mone- 
tary-fiscal environment and will shift its sights from preserving the status quo 
to promoting economic growth and change there certainly would be no inflation 
to worry about. The price level would decline and, internationally, the dollar 
would grow even more in strength and prestige. And the. potential cold-war-. 
consequences of such. behavior are most impressive, indeed. .By embracing 
Policies favoring growth and change under free markets, a responsible Con- 
gress can thereby give us infinitely more effective and productive “price con- 
trols” than any totalitarian economy could possibly establish. 

As I stated during the hearings, I find no basis currently for any serious 
Worry about inflation and no justification for even a threat of price or wage. 
controls. But if Congress insists on maintaining or even increasing its infla- 
tionary antigrowth policies and in addition it refuses to behave, with fiscal 
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responsibility, we must expect some price level rises to result. After all, the 
heart of the free economy, guiding the allocation of resources in 
with our wants, is the relative price structure. When governmental programs 
prevent or deter declines in prices in some economic sectors, prices in Other 
sectors must thereby rise more than otherwise—and increase the price level ij 
the process. If Government increases total demand at the same time, Drices 
must rise even more. 

If Government insists on adding inflationary pressures to the economy, then 
I hold it to be illegitimate for Government to use its own excesses as the exc 
for price-wage controls, which explicitly aim to destroy the freedom of | 
tive prices to adjust to the play of changing costs and demands. Free 
ment in relative prices is the essence of free markets, and, as the 
of competitive pressures, is the major justification of free enterprise. I e 
think of no quicker or easier way to deliver us into totalitarianism than 
Government to impose inflationary pressures on the free market and then 
even the most moderate increases in prices as its justification for d ) 
economic freedom. If Congress is truly interested in price stability, 
growth and economic freedom, it holds within its own hands the power 
achieve all these goals and sustained high-level employment too. - 

‘Congress must realize that perfect stability in prices and employment is n 
attainable in a free, or indeed in any, economic system. If Congress has 
wisdom to allow for a little play in the economy and develops the vision ar 
eourage to take its stand with economic growth the outlook will be 
Riding on the outcome is our future as a free nation and the fate of the 
world. 


Very sincerely yours, 
PADRAIC PEARSE Favcnt, 


Teekvone DEPARTMENT, 
Washington, D.C., February 25, 1959.) 
Hon. WricHT PATMAN, 


House of Representatives, i i 
Washington, D.C. mt} 
. My Dear Mr. Patman: For Secretary Anderson, I am very glad to 
herewith answers to the additional questions which were enclosed in your 
addressed to the Secretary on February 20, 1959, concerning the proposed * 
change of mortgages by FNMA for certain Treasury bonds. 

Sincerely yours, 


LAURENCE B, Rovsns, 


1. Q. In the answer to question i, you show the distribution by type of holder 
of the currently outstanding $5,550 million of 2% percent Treasury bonds, it- 
vestment series B. As reported in the budget, only $335 million of FNMA mort 
gages are to be offered in exchange. Since only a small fraction of the 
2% percent Treasury bonds, investment series B, will be accepted in 
for the FNMA mortgages, wouldn’t it be necessary to choose among the pres 
bondholders those to be eligible for the exchange? Which of the present h 
_ of the 2% percent Treasury bonds, investment series B, will be selected to eng 
in the proposed exchange? How will the selection be made? oe 

A. As stated in Treasury’s answer to previous question 1, only those com 
or financial institutions qualified to invest in FHA- insured and VA-gua 
mortgages and which are also holders of the 2% percent Treasury ponin 
vestment series B, would be eligible to acquire the mortgages to be sold or 
poner by FNMA. Many holders of the 2% percent Treasury bonds are 

ble to invest in the mortgages. t 
would be a public notice of the proposed exchange and a specific n 
would be mailed to each holder of the 2% percent bonds, as these bonds are 
only in registered form and the Treasury’s registration records would be u 
as a mailing list for this Dp 

‘If FNMA should receive offers from holdersof more than $335 million i 
2% percent bonds for the purchase or exchange’ of mortgages, the offers 
be considered in the order they are received, or only the most advantageous 
could be accepted. On the other hand, there is no compelling reason to | 
the sale or exchange to $335 million. ‘In this connection see the answer to ques 
5 below, in which it is pointed out that one of the purposes of the pi 
the liquidation of mortgages held by FNMA as contemplated by law. 
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FNMA in the course of its management and liquidating operations up to De- 
ember 31, 1958, sold 130,000 VA-guaranteed mortgages amounting to $940 
million, and held in this account at that date about 230,000 mortgages amounting 
to $1,350 million. The typical purchasers of FNMA’s mortgages are usually in- 
terested in the mortgages on properties in certain localities, or in certain minimum 
principal amounts. Also, in many cases they acquire the mortgages from FNMA 
only after an inspection of the properties securing them, Other purchasers may 
be interested in acquiring mortgages which can be readily serviced by their 
existing servicing facilities. Because of the large mortgage holdings of FNMA, 
investors can find greater convenience of selection from seasoned holdings, than 
by buying piece by piece from scattered sources. These are some of the many 
factors which bear upon the sale of mortgages by FNMA, in addition to the prices 
which purchasers offer for the mortgages. 

2. Q. In the answer to question 4, you indicate some uncertainty about. the 
manner in which the bondholders will record the FNMA mortgages acquired in 
the exchange. Yet you state that your best estimate is that the revenue loss 
will be insignificant. In order to make a revenue estimate, don’t you have to 
make some assumptions about the class of bondholders whose bonds will be 
accepted in exchange for the FNMA mortgages and, moreover, some assumptions 
about the basis of the bonds in the hands of these holders and the. basis.of the 
FNMA mortgages in their hands? Since these respective bases will determine 
in large part the immediate tax consequences of the transaction, shouldn’t. the 
question of basis for the FNMA mortgages acquired be of considerable concern 
tothe Treasury? Isn’t the Treasury in a position to issue a ruling setting forth 
the basis to be used? If not, shouldn’t the Treasury seek legislation to insure 
that no tax loss will result from the transaction? 

A. If any uncertainty appears in the Treasury’s answer to previous question 
4 about the manner in which the bondholders will record for financial statement 
purposes the FNMA mortgages acquired in the exchange, this is due to the fact 
that a precise answer applicable to each purchaser cannot be given. (This shouid 
be distinguished from the treatment of such transaction for tax purposes.) The 
eligible purchasers of the mortgages, such as insurance companies, savings banks, 
pension and retirement funds, savings and loan associations, commercial banks, 
ete., are governed by Federal and State laws and regulations under which they 
are organized and operate, with respect to the manner in which they record 
and yalue their assets. Some purchasers may be allowed to record the mortgages 
they acquire at par value, and others may record them at market value at date 
of purchase. 

In any event and no matter how the transactions are recorded on the pur- 
chasers’ books, the purchase or exchange will constitute a taxable transaction 
under the Federal income tax laws. There will not be any special tax advantages 
to either party from the proposed transaction. 

The management and liquidating function of, FNMA is carried out as a gov- 
ernmental function and is not subject to tax or a charge in lieu of tax. As far 
as holders of Government bonds are concerned, the exchange of the bonds for the 
mortgages will be a taxable transaction (for those holders subject to tax), the 
gain or loss being a capital gain or loss in most cases. Due to the rise in interest 
rates in recent years, any exchanges can be expected to result in losses from a 
tax standpoint. The mortgages received in exchange will be valued for tax pur- 
poses at less than par and if paid off at maturity, or sold before maturity at 
aatiat on the exchange value, will result.in a gain to the holder, generally a 

These same results are taking place every day in ordinary market transactions, 
This is true even with respect to the 2% percent Treasury bonds mentioned. in 
question 1 above. Although nonmarketable, the bonds.can be exchanged for 
1% percent exchange notes, This is a nontaxable transaction with the notes 
taking the basis of the holder of the 234 percent bonds because it constitutes the 
transformation of the bonds pursuant to a right contained therein rather than a 
sale‘or exchange (Revenue Ruling 57-535). However, the 114 percent notes are 
marketable and the seller who sells such notes then.has a taxable transaction, 
which at the present prices will be a loss. In.turn, the seller can use the pro- 
ceeds from the notes to buy mortgages or bonds,at,a discount, or any other asset, 
with the intent of obtaining a capital gain.. : Fail 

“The magnitude of the possible tax losses and future gains are set. by the size 
of the proposed exchange and the present market price of the securities involved. 
if $835 million of mortgages are exchanged.,for.,equal amounts of, Treasury 


’ 
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2%-percent bonds, the maximum loss is about 10 percent or $33.5 million, with 
an approximate tax loss of $8.4 million (assuming a full 25-percent tax effect) 
Repayment of the mortgages at par will result in most cases in equal gains in 
later years. This also involves tax revenues of approximately $8.4 million on 
the same basis of 25 percent. fs 

This assumes that all purchasers will be fully subject to Federal income taxes, 
This is not entirely the case, however, as mutual savings banks and savings and 
loan associations sometimes have no tax liability because of a statutory ded 
tion permitted for additions to a reserve for bad debts. Pension funds gen 
are exempt from tax. In the case of commercial banks, any losses from the 
exchange of the bonds for mortgages would be fully reflected in reduced ‘taxable 
income, as banks may treat the excess of losses from bonds as ordinary losses 
rather than capital losses. However, since commercial banks apparently hol 
only $130 million or about 24% percent of the 2%4-percent Treasury bonds, their 
possible participation in the transaction will be relatively small. 

It should be emphasized again, however, that the taking of the losses on the 
Government bonds is a common occurrence. ’ 

In view of the foregoing, there is no reason to issue any special ruling or ip 
seek legislation. 

3. Q. What is the volume of the VA guaranteed 4-percent mortgages now held 
by FNMA? What is the maturity schedule of these mortgages? Which of 
these would be offered in exchange for the 2%-percent Treasury bonds? — 

A. FNMA owned in its management and liquidating program as of December 
31, 1958, an aggregate amount of $1,050 million of 4-percent VA-guarantead 
mortgages. These are the principal class of mortgages it is proposed to sell or 
exchange for 2%4-precent Treasury bonds. These mortgages originally had 
terms of 20 to 30 years to maturity. They are amortized by monthly payments 
on account of principal and interest. Thus, based upon their original principal 
amounts and terms they had an average maturity of 26 years. They were 
acquired ty FNMA during the period ending in 1954. FNMA’s holdings of these 
mortgages are represented by 190,000 separate mortgages, the greater part of 
which are located in the following specified States (dollars in thousands) : 


Oklahoma 
California 
Texas 


Louisiana 


The average principal amount of the individual mortgages is about $5,600. 
Although the remaining terms of the mortgages necessarily vary, the bulk of 
final maturities will occur in a range having an average of about 16 years. 

See also answer to question 1, above. ed 

4. Q. The answers under questions 2, 3, and 4 suggest the possibility that the 
exchange will be treated by the present bondholders as a straight par value 
dollar-for-dollar exchange. In other words, for each par value dollar of 2% per 
cent Treasury bonds, investment series B, given up, the present bondholders 

. will get a par value dollar of 4 percent VA-insured mortgage. According to the 
answer, the VA-insured mortgages are seasoned and have a relatively early 
maturity, whereas the investment series bonds do not mature until 1980, call 
able in 1975, and while nonmarketable, are nevertheless exchangeable for 1 
percent 5-year Treasury marketable notes which are currently selling at a 9 
point discount. Isn’t the net effect of the proposed exchange, therefore, to give 
the present bondholders higher yielding assets than they. now hold without any 
real capital loss (perhaps even with a real capital gain), even though they may 
be able to claim a capital loss or an ordinary loss for tax purposes? edd 

A. The answer to question 2 above explains fully the taxable status of the 
proposed sale or exchange of the FNMA 4 percent VA-guaranteed mortgages for 
2% percent Treasury bonds. eS 

Investors who are willing to exchange their 2% percent bonds for 4 percent 
mortgages will obtain an asset on which they will collect somewhat. more inter 
est than they now receive on the Treasury bonds: However, as pointed. out 
in the answer to question 7 below, the 4-percent interest received on the mort 


gage will be reduced by the expenses and servicing costs incurred by the mort | 


gage holder (this may amount to one-half of 1 percent or more). Many of the 


eo tHheusr erste BeoF 





ECONOMIC REPORT’ OF THE! PRESIDENT 773 


present. bondholders who may make the exchange are.subject to Federal income 
taxes. Any increase in interest earnings will be reflected in higher tax col- 
jections by the Treasury. 

The difference between the average maturity term of the mortgages and the 
maturity of the 144 percent notes (into which the 2%. percent bonds are con- 
yertible) is a factor which influences the current market values of the two 
instruments. Inasmuch as the market values at the present time are approxi- 
mately equal, holders of the bonds who exchange them for the mortgages will 
be able to substitute in their assets approximately the same par value of mort- 
gages (an instrument partially guaranteed by the Veterans’ Administration) for 
an equal par amount of 2% percent Treasury bonds (a direct public debt 
obligation of the United States). Because of this coincidence based upon 
present market prices, it is believed that some holders will be willing to ex- 
change their bonds for mortgages, since both instruments are based in varying 
degree upon the credit of the United States. 

Again, as pointed out in answer to question 2, this type of transaction takes 
place frequently in the market as investors sell Government or other bonds 
at a discount and buy other securities or mortgages for the purpose of realizing 
greater investment income. 

5. Q. The answer to question 8 indicates that in fact the proposed exchange 
will leave the Treasury with the need for borrowing $335 million, just as if:the 
level of mortgage purchases by FNMA proposed in the budget were, to :be 
fnanced without recourse to additional sales or exchanges by FNMA...» Is this 
inference correct? If so, what useful purpose is served by the proposed 
exchange of FNMA assets for Treasury bonds of a lower yield? 

- A. The Treasury’s answer to previous question 8 was directed to the’ specific 
inquiries raised in that question. ‘It was pointed out that the exchange or sale 


aa of mortgages owned by FNMA for Treasury 2%4-percent bonds would not in- 
were érease, reduce, or change the Treasury’s need to borrow $335: million to be 
these expended by FNMA for the purchase of mortgages in fiscal year 1960 under 
rt of its special assistance program. However, a distinction was made between a 
ee transaction involving the sale or exchange of mortgages for Treasury 254+ 
"le percent bonds and a transaction involving the sale of mortgages for cash. 
nount The purpose to be served by the proposed exchange probably can be under- 
1, 538 stood better if the operations of FNMA are briefly reviewed. 
8, 830 FNMA was reorganized under the FNMA Charter Act approved August, 2; 
te 1954. It was given three separate functions which are operated independently 
of each other, and for: which FNMA must maintain separate accountability. 


The first function involves the purchase of mortgages under its secondary 
market operations. The Treasury furnishes some’ capital for this operation, 
but the law contemplates that ultimately private capital will be substituted 
therefor. Funds for this activity are currently obtained principally by borrow- 
ing from the public. Expenditures under this program financed by borrowing 
from the public are not reflected in budget expenditures. ’ 

The second operation involves the purchase of mortgages under its special 
assistance functions. Funds for purchases of mortgages under this program 
are withdrawn from.the' Treasury and are reflected as budget expenditures. 
Collections and sales of mortgages under this program are also reflected as 
receipt items in the budget! (credited against expenditures). Net budget expendi- 
turés for the special assistance program were $129 million in fiscal year 1958. 
They are estimated to amount to $867.8 million in ‘fiscal year 1959 and $500 
Inillion in fiscal year 1960. 

The third operation relates to mortgages held by FNMA when it was) reor- 
ganized in 1954 which were required to be set aside under its management and 
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hes. ‘Yiquidating functions. These mortgages had: been’ acquired with funds bor- 
ae ‘Towed from the Treasury, and when the mortgages were originally purchased 
ae by FNMA such purchases were reflected in budget-expenditures. Collections 
e the from and the proceeds of sales of these mortgages have been reflected as receipt 
. for items in the budget (by credit against the expenditures). The Treasury is the 
org residual recipient of all profits and losses from this operation. Net budget 
oeint receipts (credited against expenditures) from the management and liquidating 
ntan ro; amounted to $157.6 million in fiscal year 1958. They are estimated 
, out to amount to $190.2 million in fiscal year 1959 and $500 million in fiscal year 
nort: 1960 (including the $335 million from the proposed sale of mortgages for 2% 
ape percent Treasury bonds). 


The President included the following statement in his message to the Con- 
gress (p. M53) transmitting the budget for fiscal year 1960: 
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“For the fiscal year 1960, the Association will endeavor to cover its expendi- 
tures for mortgage purchases by receipts from mortgage sales and other sources, 
To make this possible without diverting the flow of new funds from the mares? 
market, an estimated $335 million in Government-owned mortgages will be 
offered to investors in exchange for certain Government bonds which then, oe 
be retir 

The lo made specific provison in the FNMA Charter: Act, approved 
August 2, 1954, for the liquidation of mortgages owned by FNMA at that time. 
That act contains the following directive: 

“The Congress hereby declares that the purposes of this title are to establish 
in the Federal Government a secondary market facility for home mortgages, to 


provide that the operations of such facility shall be financed by private capital — 


to the maximum extent feasible, and to authorize such facility to— 
“ a * * *. 


“(b) e238 


“(e) Manage and liquidate the existing mortgage ‘portfolio of the Federal 
National Mortgage Association in an orderly manner, with a minimum of adverse 
effect upon the home mortgage market and minimum loss to the Federal Goy- 
ernment.” 

The proposed sale or exchange’ of $335 million of 4-percent, VA-guaranteed 
mortgages held in the management and liquidating program is a step in carrying 
out the congressional directive referred to above. In addition it will permit the 
maintenance of a balanced budget without requiring additional reductions in 
other expenditures or increases in taxes. 

6. Q. The effect of the proposed exchange, as shown in the budget, is to reduce 
'‘ FNMA budget expenditures by $335 million. The answer to question 8 seems to 

state in effect that the proposed exchange does not affect the real volume or 
character of FNMA operations for the fiscal year. That is, the proposed net 
absorption or release of investable funds as a result of FNMA operations will not 
be affected by the proposed exchange. Is this inference correct, If so, doesn’t 
it mean that the budget expenditure savings of $335 million is merely a book- 
keeping savings? 

A. The Treasury’s answer to previous question 8 was not intended to lead to 
the inference that the proposed sale or exchange of $335 million of mortgages for 
2%4-percent Treasury bonds does not affect the real volume or character of FNMA 
operations for fiscal year 1960. 

As pointed out in the preceding answer to question 5, FNMA is conducting two 
operations having direct impact upon the Federal budget, namely, the special 
assistance program and the management and liquidation program. Net expendi- 
tures under these two programs, excluding the estimated receipts from the 
exchanges of mortgages for the 2%,-percent Treasury bonds, are estimated to 
amount to $335 million for fiscal year 1960, These estimated expenditures have 
been offset in the budget by estimaved receipts of $335 million in the management 
and liquidating program from the sale of mortgages for 234-percent Treasury 
bonds. Unless these $335 million of receipts from the proposed sale of mortgages 
are realized, the estimated budget surplus of $70 million for fiscal year 1960 will 
be changed to an estimated deficit of $265 million. ‘The sale or exchange of the 
mortgages for 2%4-percent Treasury bonds has the effect of applying these budget 
receipts to the reduction of an equivalent amount ofthe outstanding public debt. 
The public debt obligations will be received and retired. ‘They will no longer 
represent an outstanding debt of the United States. Under these circumstances, 
it would seem clear that the proposal is not “merely a bookkeeping savings.” 

7.'Q. The answer to question 8 also states that the proposed transaction, while 
not: reducing the Treasury’s cash needs, will have the effect of reducing the 
outstanding public debt, thereby furnishing the Treasury somewhat greater 
leeway under the present public debt limitation. Is this the major publie purpose 
to be served by the proposed exchange? If» so, isn’t the price to be paid—the 
possible loss in tax revenues, the reallocation of interest paymnets to private 
holders and away from FNMA, and the very iibely net increase in total interest 
payments—too high? 

A. In the Treasury’s answer to previous question 8, it was stated. that the pro- 
posed transaction “‘would have the: effect of reducing the outstanding public debt 
and thereby furnish a like margin under the public debt limitation which would 
be-available for use by the Treasury” ‘in financing /its other needs, This state 
ment was intended to refer only to one of the collateral advantages-oft the DFO; 
posal, ‘dnd was not tntetatiod as an sonication of a — oe ee 
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As indicated in the Treasury’s. answer to previous. question 4, and as more 
fully explained in answer to question 2 above, the proposed transaction involves 
only an insignificant loss at most in tax revenues. 

The net rate of interest collected by FNMA on the mortgages (after deducting 
its expenses and servicing costs) is somewhat more than the rate of interest paid 
by the Treasury on the 2%-percent Treasury bonds. However, this represents 
the evaluation of investors in the public marketplace of the relative difference 
between investments in direct public debt obligations of the United States and 
investments in private mortgages guaranteed by the Veterans’ Administration. 

The Government should not actively compete with private industry by purchas- 
ing and holding interest-bearing mortgages and other evidences of indebtedness 
of private parties solely because it can make a profit over the lower rates of 
interest it pays when it borrows on public debt obligations. 
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ConGREss or THE UniTep States Jornt Economic CoMMITTEE *: 


The following tables bring upto date the similarly numbered tables in the 
commitee print, “Productivity, Prices, and Incomes,” materials prepared for the 
—— ee Committee by the committee staff, 85th Congress, 1st session 

The first chart illustrates the data in table 48; the second chart illustrates 
selected items in table 50. 

February 9, 1959 . 
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TABLE 3a.—Indewes of real product per man-hour for the private economy, 
1947-58, revised : 


[1947-49 = 100] 


ee 


Man-hour estimates based primarily on data from— 
Bureau of Labor Statistics Bureau of the Census 


Nonagricultural industries 
Total | Agricul- 
ture 


90.5 
107.1 
102. 2 
116. 2 
114.6 
124.5 
138.6 
148.3 
153.3 
160.7 
168.6 


1 Preliminary, subject to revision. 
2 Not available, 


Norte,—The indexes in this table were computed by Department of Labor, Bureau of Labor Sta’ 
from estimates of real product and man-hours. The real product estimates, referring to 1954 prices, are 
primarily on national product statistics of the Department of Commerce, Office of Business Economies, 
oat for the manufacturing real product. estimates which were developed by the Bureau of Labor 

ta cs. : 

Output per man-hour estimates based primarily on Bureau of Labor Statistics man-hour data relate, 
in concept, to man-hours paid whereas estimates based primarily on Bureau of the Census labor force data 
relate, in concept, to hours.worked. The difference between the 2 measures may, however, be:due in part 
to statistical as well as conceptual differences. Both sets of man-hour estimates cover the man-hours of 
wage and salary workers, self-employed, and unpaid family workers. : 

Concepts, methods, and sources are described in forthcoming BLS report, ‘“‘Postwar Trends in Outpu 
per Man-Hour, Total Private Economy and Major Sectors.” 
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Source: 1947-57, U.8. Department of Commerce, Office of Business Economics; 1958, based on preliminary 


Note.—Detail may not add to totals because of rounding. 
estimates by the Council of Economic Advisers. 


} Less than $50 million or 0.05 percent. 
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TABLE $1.—Income originating in manufacturing, by distributive shares, 1947-58 











Corporate profits before tax Proprietors’ 


Total Compen- 
national sation of 
income employees 


(1) (2) 











RABANSABESSS 
SIEGZESESEZS 











75.9 28. 2 11.0 17.1 —40 
72.8 27.3 10.6 16.7 =A 
73.6 22.7 9.1 13.5 3.8 
70.6 31.7 14.7 17.0 —23 
70. 5 28 2 16.2 12.0 12 
74.7 22.6 12.8 9.8 26 
76.4 22.6 12.7 9.9 10 
781 20.5 10.6 10.0 14 
74.6 25. 2 125 12.6 a 
76. 4 23.7 12.0 11.6 —1 
77.9 21.7 11.0 10.8 3 
80, 6 18.4 9.4 9.0 Lo 





Source: 1947-57, U.S. Department of Commerce, Office of Business Economics; 1958, based on preliminary 
estimates by the Council of Economic Advisers. - 
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TABLE 48.—Price cost relations as illustrated by national income and product 
duta, 1947-58 


[1954= 100} 


Property income or cost per unit 
Compen- 


et. — of Oépitel Other —— Net amen 
ator | employees ap’ 
per unit Total consump- | All other "$30 sa 
tion allow- 
ances 
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104.7 


Sources: All data for 1947-57 from the Office of Business Economies U.S. Department. of Commerce. 
Data for 1958 are preliminary estimates by the Council of Economic Advisers. 


NOTES 


Col. (1). The implicit price defiator for gross national product. 
Computed by dividing total compensation of employees by GNP in constant 1954 dollars. 
- Combination of cols. (4) and (5). : 
Capital consumption allowances in current dollars divided by GNP in constant 1954 dollars. 

Col. (5). Computed by subtracting compensation of employees from national income and dividing the 
result by GNP in 1954 dollars. 

Col. (6). Computed by dividing all other costs included in GNP, but not accounted for directly in col. 
(2) through col. (5), by GNP in constant 1954 dollars. This consists'of subsidies minus current surplus of 
ment enterprises, indirect.business tax-and nontax liability, businessitransfer payments, and statisti- 

iscrepancy. : 

Col. (7). Net taxes consists of total Government receipts (including Federal, State, and local govern- 
ments) minus the following items, which represent to the incomes of-individuals, businesses, or 
foreigners: Subsidies minus current surplus.of Government.enterprises, net interest paid A Government, 

(7) is computed by dividing the re- 
sultant estimate of net taxes by GNP in constant 1954 dollars. 
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TABLE 51.—All manufacturing: Indexes of wholesale prices of finished goods, unit 
value added, total compensation of all employees, and production-worker pay- 
rolls per unit of output, 1952-58 


[1947-49= 100] 


Wholesale Total com- | Production. 
prices of Unit value | pensation of | worker psy: 
finished added all employees} rolls per unit 

goods per unit of | of output! 
output 


(1) ~ (3) (#) 


111.5 115.8 
110. 4 116.2 
110.7 117, 2 
110.9 122.1 
114.0 125.3 
118.1 128.1 
120.8 126.7 


BERBEES 
CSWAOOMmw 


1 Does not include wages and salaries of nonproduction workers. Production-worker payrolls include 
paid vacation, paid holidays, and sick leave and paid overtime but do not include other labor costs such 
as legally required payments by employers to old-age and survivors’ insurance and unemployment com- 
pane. emgnere contributions to health and insurance plans, supplementary unemployment benefits, 
and pension plans. 

Payrolls per unit of cutaus are determined by output per man-hour and average hourly earnings. The 
measure can be derived either as the ratio of total payrolls and production or payrolls per man-honr (a 
hourly earnings) and — per man-hour. If average hourly ea are increasing, payrolls per w 
will increase unless offset by proportionate increases in productivity. interpréting estimates of psyrolls 
per unit of output, it should be noted that the measures as ususlly constructed are affeeted by shifts between 
products with different levels of labor Sa unit. 

Payrolls, and therefore payrolls per it, include paid vacation, holidays, sick leave, and overtime, 


Where the ratio of payrolls per unit of output is derived by dividing payrolis per-hour by output hour 
a question is often raised as to whether hours worked or hours paid should be used in com: ¢ the a. 


The answer is that for this purpose either concept can be as long as the same hour measure used 
deriving the — per hour ratio is also used in deri the output per hour ratio. This is true because 
oe meas on tes in both ratios, if they are consistent with each other, cancel out leaving payrolls devided 
y production. 
Payrolls per unit do not show the proportion of total value which is distributed to labor nor what is 
happening to other costs. To analyze changes in total production costs it is necessary to have aiditional 
data on changes in material costs, profits. taxes, overhead costs, and prices, as well as fringe benefit labor 
costs such as employer payments to pension plans, to social security, and other non-wage-or-salary labor 


costs. 
2 Preliminary. 


es Bureau of Labor Statistics. For details, see same numbered table in ‘‘Productivity, Prices, and 
icomes.”’ , 
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TABLE 52.—All manufacturing: Monthly indewves of production, production-worker 
payrolls, production-worker poyrolls per unit of output, and prices of finished 
goods, July 1954—December 1958 


[1947-49 = 100] 


Production-worker payrolls 
per unit of output ! 


SSEEBES 
APMRAGAMISCOCH® 


BEBE 


1 See note 1, table 51. 
3 Preliminary. 


Bureau of Labor Statistics oe ae payroll index in m 
3). aoeees by divi col. (2) by col. (1). 
Col. (4. Computed from col. (3). 
Bureau of Labor Statistics wholesale price index for finished goods. 


Sources: 
oT i}. Federal Reserve index of industrial production for manufactures without seasonal adjustment . 
anufacturing. 
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TABLE 53.—AH mecelenenne) Indewes of production, value added, compensation 
heti-tpniets 


Total com- 
Production | Value added | pensation of 


employees 


Col ( ‘D. Board of Governors of the Federal Reserve Sy: System. ns ae ‘ 

1 onsists of natio: come originating manufacturing plus preciation changes incurred 

— oe put on an index basis with 1947-49= 100 from the Office of Business Economics, Department 
ommer: 


Col. (8). oe of Business Economics, Department of Commerce; consists of wages and salaries of all 
em re a other labor income. 


partment of Labor, Bureau of Labor Statistics, Employment and Earnings, 


TABLE 54.—AU manufacturing: Indexes of production, employment, 
payrolls, and production-worker payrolls per unit of output, 1954-58 


[1947-49=100] 


Production 
Production workers 


@) 


+ ace note 1 to table 51. 
ene 1958. 


e neha on ge 
MK ent of Labor, Bureau of Labor Statistics. 
\ Col. o- ol. diene Red by col. (3). 


- Gols, %, 


Cok. (6) Col. (5) divided by col. (1). 
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TABLE 57.—AU manufacturing: Indewes of output per man-hour and real average 
hourly earnings, 1954-58 


[1947-49 = 100] 


All manufacturing Ratio of real 
ee ee ok Sere 
hourly earn- 
Output per | Real average |ings to output 
man-hour er per man-hour 


@) (3) 


125. 
130.0 
133. 2 
139.3 
146.9 


30. 
33. 
39. 
46. 


1 Preliminary figures for 1958. 


Source: 
Col. (1). Table 54, Col. (4). 
Col. (2). Payrolls (table 54, col. 5) divided by man-hours (table 54, col. 3) adjusted to constant prices b 


divi this result by the consumer price index. (See table 41, col. 1, “Productivity, prices and incomes.’ 
Col. (3). Col. (2) divided by col. (1). 


The CHarrman. I think copies of these statements have already 
been distributed to the press. They are available for any member 
who cares to look at them. Furthermore, I would remind the press 


that according to the basic legislation setting up this committee our 
report is due the first of March. 


(Thereupon, at 12: 35 p.m., the meeting was concluded. ) 
x 





